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FOREWORD 


A meaningful school curriculum has to be responsive to society reflecting 
the needs and aspirations of its learners. The National CumculumFramework 
for School Education - 2000 (NCFSE - 2000) has elaborated the concerns 
and thrust areas which have to be taken Into consideration while developing 
syllabi in different subject areas 

The syllabus in Business Studies is divided into four courses, two each 
for Classes XI and XII. The organisational aspects of business are part of 
the courses for Class XI and include Foundations of Business and Corporate 
Organisation, Finance and Trade. The two semester courses for Class XII 
are devoted to management of business viz Principles and Functions of 
Management and Business Finance and Marketing. 

Management is universally necessary in all organisations. It is the force 
that holds everything in a business enterprise together and sets eveiything 
in motion. Along with the study of management it is necessary to study the 
business environment and the managerial responses to the changes in the 
environment. This aspect has been given emphasis throughout the text. 
The liberalisation era has ushered in many economic and industrial reforms 
with respect to industrial licensing, foreign investment and technology, 
which have had a major impact on the management of business 

The present textbook provides an analytical framework for 
understanding a business enterprise in the complex, dynamic environment 
of today. The content has been related to actual situations and examples 
from the business world. Content enrichment in the form of business news 
and abstracts of articles from business journals and magazines has been 
given as inset material. This will help students establish a correlation 
between the text and the functioning of a business enterprise and the 
business news in print and electronic media 

I am grateful to the team of authors who have developed the manuscript 
and to all the members of the Review Workshop for their contributions. 

The National .Council of Educational Research and Training (NCERT) 
will welcome comments and suggestions for improvement of this book. 


J.S. Rajput 
v Director 

New Delhi National Council of Educational 

March 2003 Research and Training 



GANDHIJI’S TALISMAN 


“I will give you a talisman .Whenever 
you are in doubt or when the self 
becomes too much with you, apply 
the following test: 

Recall the face of the poorest and 
the weakest man whom you may 
have seen and ask yourself if the 
step you contemplate is going to be 
of any use to him. Will he gain 
anything by it ? Will it restore him 
to a control over his own life and 
destiny ? In other words,will it lead 
to Swaraj for the hungry and 
spiritually starving millions ? 

Then you will find your doubts and 
your self melting away.” 
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CONSTITUTION OF INDIA 

Part IV A 


Fundamental 
Duties of Citizens 


ARTICLE B1A 

Fundamental Duties - It shall be the duty of every citizen of India — 

(a) to abide by the Constitution and respect Its Ideals and Institutions, 
the National Flag and the National Anthem, 

(b) to cherish and follow the noble Ideals which Inspired our national 
struggle for freedom; 

(c) to uphold and protect the sovereignly, unity and Integrity of India; 

(d) to defend the country and render national service when called upon 
to do so, 

(e) To promote harmony and the spirit of common brotherhood amongst 
all the people of India transcending religious, linguistic and regional 
or sectional diversities, to renounce practices derogatory to the 
dignity of Women; 

(0 to value and preserve the rich heritage of our composite culture, 

(g| to protect and Improve the natural environment Including forests, 
lakes, rivers, wild life and to have compassion for living creatures; 

(h) to develop the scientific temper, humanism and the spirit of Inquiry 
and reform; 

(1) to safeguard public property and to abjure violence; 

(|) to strive towards excellence m al 1 spheres of Ind Ividual and collective 

activity so that the nation constantly rises to higher levels of 
endeavour and achievement, 
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Nature and Significance of Management 


LEARNING OBJECTIVES 

After studying this chapter you will be able to. 

• state the concept, objectives and importance of management; 

• elaborate the concept of management as on activity, process, discipline 
and group, 

• appreciate the nature of management as a science, an art and 
profession; 

• reconcile different views on management and administration, 

• explain the various management functions, 

• appreciate the nature and importance of coordination. 


Success brought its own management problems to Microsoft. Shrewd business deals 
and sheer luck had propelled the pioneenng Software Company into a leading role at 
the center of the volatile, hotly competitive computer industry. But spectacular 
50 per cent annual growth left Microsoft unwieldy and disorganised as software 
companies such as Lotus and Ashton-Tate were taking aim its revenues Computer 
technology continued to evolve at a rapid pace, consumers yen' mo'C dcnanding, and 
aval programmers worked around the clock to create new and better applications. For 
founder and chief executive officer Bill Gates, managing Microsoft required hemic effort, 
Gate's visionary leadership was largely the reason for Microsoft's wild success. 
When Gates dropped out of Harvai d to form the company in 1975, personal computers 
were toys for the “hardcore tech-noid", as he once described himself. But Gates envisioned 
a nation with a computer in euery home and in every office, and a piece of Microsoft 
software in every computer An early alliance with computer giant IBM put Microsoft’s 
baste operating programme into 80 per cent of the nation 's 50 million personal computers 
Gates boldly lead Microsoft into Europe and Asia too. Motivated by his charisma and 
technical knowledge, Microsoft employees investigated new data storage technologies 
and broadened software ojjenngs Jor home and office In the future, Gates foresaw 
handwriting, recognition programmes, word processing with animation and stereo 
sound, modular software thai lets anyone combine programme features, and more. 
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But good ideas were not enough anymore. Gates found he was so swamped by new 
business that he could hardly handle day-to-day operational details, much less develop 
the vision he needed to beat the competition in the tinenty-jirst century Organisation was 
lacking, and planning became an afterthought Tune after time his company targeted a 
new market only to introduce a mediocre product the first time out Gates put himself m 
charge ofJ'we important product lines but then could, not find tune to adequately tailor 
them to client needs. Projects died Customers got angry. 

Gates was also womed about something that threatened his leadership: he feared 
losing touch with his employees, the people who put his vision into action. In the relaxed 
atmosphere of Microsoft, talking shop with the CEO was an important morale booster 
and method of indoctrination Gates still relished personal contact with employees, but 
their number had grown past 1,000 and they were spread around the world. 

Gates had always made the big decisions at Microsoft, but more decisions were 
needed and he was already working 65 o-more hours a week. How could he bolhplan 
for the long haul and effectively manage daily affairs? What could he do to reach the 
staff and spread his vision? What could he do about control problems? How could he 
ensure Microsoft’s success through the twenty-first century? 


% 

Microsoft’s Bill Gates would be the first 
o admit that management is 
miversally necessary in organisations. 
t is the force that holds everything in a 
msiness enterprise together and that 
sets eveiythingm motion. Management 
s the mobilisation of an organisation’s 
esources (land, labour and capital) to 
neet a goal. Management is virtually, 
lpplied to every type of organisation, 
vhatever its size or purpose. An auto 
ilant, a city government, a cricket team, 
i typing service, all require 
nanagement Whenever people work 
ogether to achieve a goal, someone 
nustmake decisions about who will do 
vhat, when they will do it, and what 
'esources they will use. In the 
beginning of this chapter we will explain 
.he concept, process, functions and 
importance of management. In the later 
paragraphs, we will elucidate the nature 
ind importance of coordination. 


Concept 

Management is a set of functions 
directed at the efficient and effective 
utilisation of resources in the pursuit 
of organisational goals. To be more 
specific, to manage is to forecast and Lo 
plan, to organise, to command, to 
coordinate and to control. To foresee 
means examining the future and 
drawing up the plan of action. To 
organise means building up the dual 
structure, material and human of l.he 
undertaking. To command means 
maintaining activity among the 
personnel. To coordinate means 
binding together, unifying and 
harnessing all activity and effort. To 
control means seeing that everything 
occurs in conformity with the 
established rules and expressed 
command. For example, an auto firm 
decides to manufacture 1,000 scooters 
(plan) in the next year. To manufacture 
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them, the firm may need people with 
varied knowledge and skills 
(organising). Once it is determined, such 
people are to be recruited (staffing). They 
will be given instruction to perform 
(directing) And finally, their perfor¬ 
mance (individually) as well as 
organisation’s performance (as a group) 
will be evaluated to see that the firm is 
working as per the norms set 
(controlling) at the beginning of the year. 

By efficient utilisation of resources 
means using resources wisely and in a 
cost-effective manner. By effectiveness 
we mean making the right decisions 
and successfully implementing them. 
Efficiency and effectiveness are 
interrelated For instance, it is easier to 
be effective if one ignores efficiency. 
Timex could produce more accurate 
and ai tractive watches if it disregarded 
labour and material input costs. Some 


central government agencies have been 
criticised regularly on the grounds that 
they are reasonably effective but 
extremely inefficient; that is, they get 
their jobs done but at a very high cost. 
Management is concerned, then, not 
only with getting activities completed 
(effectiveness), but also with doing so 
as efficiently as possible. In general, 
successful organisations are both 
efficient and effective. 

Managers (those who perform the 
job of management) can have the most 
notable effects on organisations. IBM 
floundered Lhrough much of the 1980s 
and early 1990s, losing market share, 
seeing cosLs rise, and watching its slock 
price dwindle from almost $180 per 
share to barely $50. Within three years, 
its new chairman Louis Gerstner 
revamped the company’s product line, 
dramatically lowered costs, changed 


Contemporary Definitions of Management 

1. “Management is the process by which a cooperative group dn ects actions of ot hers 
towards common goals ” 

— Massie and Douglas 

2 "Management is the process of working with and through others to effectively 
achieve organisational objectives by efficiently using limited resources m the 
changing environment.” 

— Kxeitner 

3. “Management is the coordination of all resources through tire process of planning, 
organising, directing and controlling In order to attain stated objectives " 

— Sisk 

4 “Management is establishing an effective environment for people operating in formal 
organisational groups." 

— Koontz and O'Donnel 

5 “Management entails activities undertaken by one or more persons m order to 
coordmate the activities of others m the pursuit of ends that cannot be achieved 
by any one person." 


— Donnelly, Gibson and Ivancevich 
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the company’s culture, and oversaw a 
rise in the firm’s stock price from $50 
back to almost $ 180 again. Manager 
effects like these don’L happen just 
at giant corporations Managers at 
thousands and thousands of small 
businesses — grocery shops, 
drycleaners, motels — are running their 
businesses well with courteous, 
prompt, and first-class service, high 
morale employees, and a minimum of 
customer problems. 

The effect of good management is 
nothing short of remarkable Take an 
under-performing — even chaotic — 
organisation and install a skilled 
manager, and he soon can have the 
enterprise humming like a well-tuned 
machine. Take a successful enterprise 
that has been managed well for years 
by its proprietor — say, a 
neighbourhood stationary store — and 
watch as a new, less competent manager 
takes over. Shelves are suddenly in 
disarray, products are out of stock, and 
bills go unpaid as the new owner tries 
in vain to run the little store and its 
handful of employees. Studies have 
shown that 90 per cent of the businesses 
fail generally, due to “poor management” 

However, management has been viewed 
differently by different authors To signify 
diversity of opinions about management a 
list of definitions by different authors has 
been given on the previous page. 



Management is the process of working 
with and through others to achieve 
organisational objectives in a changing 
environment Central to this process is 


the effective and efficient use of limited 
resources. A closer examination of key 
charactenstics of management is given 
below. 

(i) Achieving organisational 
objectives ■ Management deals with 
achieving something specific, expressed 
as an objective. Commonly, managerial 
success is measured by the extent to 
which the objectives are achieved. 
Management exists because it is an 
effective means of accomplishing 
required jobs. For example, a firm 
decides to sell 10,000 TV sets in a 
particular year. The manager will plan 
a course of action and organise the 
required activities to achieve that target. 
In this process he will instruct and 
motivate his subordinates and monitor 
their performance regularly. This 
process will help him in getting the 
desired results. 

(ii) Distinct activity : Management 
is an activity which consists of 
planning, organising, communicating, 
decision making, staffing, leading and 
controlling. People who perform such 
activities are designated as managers, 
members of management team, or 
executive leaders In addition, 
management is a distinct activity. It can 
be studied, experimented and 
practised. For example, the finance 
manager is expected to procure funds 
for various requirements of the 
business and deploy these funds 
whenever and wherever required. To do 
this, he is equipped with necessary 
skills and knowledge. 

fiii) Group ejforts: Management 
as a group is the common viewpoint. The 
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group emphasis stems from the fact 
that all enterprises — Reliance, Indian 
Airlines, Novelty Stores, and the Novex 
Drycleaners — are organisations. All 
organisations consist of people with 
formally assigned roles who must work 
together to achieve stated goals For 
example, a firm wants to launch a new 
product. To make this event effective, 
the marketing manager will consult its 
sales people, finance people, operation 
department and other concerned 
people to arrive at a decision. This is so 
because each decision is not worked 
out m isolation and thus, involvement 
of concerned persons are considered 
The result of this event is going to affect 
all concerned and thus, management 
is a group rather than an individual 
activity. However, management is 
equally applicable to an individual's 
efforts. For example, a person can 
manage his personal finances 
effectively. 

(iv) Intangible Intangibles are 
called the unseen force. Management 
cannot be seen. However, its presence 
can be felt through orderliness, 
enthusiastic employees, buoyant spirit, 
and adequate work output Quite 
often, the identity of management is 
brought in focus by its absence or by 
the presence of its direct opposite, 
mismanagement. The results of 
mismanagement are quickly noticed; 
and thus, the identity of management 
is brought into clear focus. For 
example, in a firm, inventory is 
increasmg beyond a certain prescribed 
limit. To bring down the inventory to 
the prescribed limit concerned person 


will take some steps to put inventory m 
order. Increasing inventory is a sign of 
poor management and keeping 
inventoiy at the prescribed limit is an 
indication of efficient management. 
Thus, management reflects the efforts 
of people. 

(v) Influences behaviour: 

Management influences behaviour in the 
sense that it affects the way people view 
their work and how they actually perform 
the work. Managers rather than 
performing the actual work, influence the 
behaviour of people to work towards a 
common goal. This they can do by 
improving the work environment to 
stimulate people to do things better and 
to make productive decisions. A manager 
can achieve progress, can bring hope, 
and can help group members in 
achieving better things in life. This can 
be achieved by establishing two-way — 
communication, inspiring leadership and 
creating strong motivational environment 
in the organisation. 

(vi) Composite process: The 
management process is not a series of 
separate functions (planning, 
organising, directing and controlling) 
which can be performed independently. 
It is a composite process made up of 
these individual ingredients. No single 
function can be performed without 
involving the others. For example, a car 
manufacturer enters into two wheeler 
busmess. For this, he has to set a target 
(say 10,000 scooters a year) of 
manufacturing scooters. To manu¬ 
facture that, he also has to determine 
the amount of work required and group 
them as per specialisation (marketing, 
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finance, production, personnel, etc.). Tins 
will provide the positions (managers, 
supervisors, workers, etc.) that are to be 
created in the firm. He will also think in 
terms of responsibility-authority 
relationship (superior-subordinate 
status) among these positions. He will 
recruit the people as per positions 
created in the organisation structure 
and finally instructions will be issued to 
them to start work.. He will also make 
provision for monitoring the performance 
of such employees The whole process 
will work simultaneously to achieve 
desired results. 


(vii) Coordination force: A 

significant part of management's job is 
coordination of the efforts of employees. 
Each employee has his own values and 
aspirations in a company programme, 
They are also performing varied 
activities. Managers try to strike a 
happy balance between enterprise 
objectives and individual goals. For 
example, ABC Ltd, a car manufacturer 
wants to produce a new product, To 
do that, the chief executive must closely 
coordinate each department’s activities. 
If the sales manager projects sales of 
50,000 units next year, then the 


How Managers Get the Job Done 

• They work Intensely with their subordinates when needed 

• They ally themselves with subordinates in getting a job done without invading 
their territory or depnving them of recognition for their accomplishments. 

• They focus the dialogue on the work rather than on the person doing the work 
They do not play psychiatrist, which is an inappropriate role in a work situation. 

• They accept a certain amount of hostility and resentment from their subordinates, 
which is an Inevitable aspect of all human relationships, especially those with an 
inequality of power. 

• They control the human tendency to use a posihon of power to express hostility 
or anger 

• They divert their subordinate’s hostility and aggression away fi om themselves and 
onto the project, the challenges of the job, and ihc competition 

• They pass on experience and knowledge and Lrv (o conLrol Lhelr feai that a 
subordinate will displace them Weak people tend 10 surround themselves with 
weak subordinates. Good managers also recognise that their experience and 
knowledge may be obsolete and that their subordinates are often more knowledgeable 
about many aspects of a task. 

• They help subordinates assess their strengths and weaknesses. 

• They help subordinates recognise and accept certain distressing but universal 
characteristics of work groups. They spend a great deal of time balancing the 
conflict between collaboration and competition among subordinates, and they 
help them understand that conflict is inherent to social life. 

• They explain, when necessary, any problems subordinates cause by their behaviour. 
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production manager must take steps 
to produce that many cars, and the 
finance manager must be sure that the 
funds are available to produce and sell 
that many cars. Therefore, the chief 
executive closely coordinates the 
working of each of these functional 
departments. 

(viii) Working with and through 
others: It is essential for management 
to resist the usual tendency to perform 
all things by oneself and get tasks 
accomplished by, with and through the 
efforts of non-managenal employees. 
Since, it not possible for managers to 
perform all the work themselves, they 
have to take the help of others. 

(ix) Balancing effectiveness and 
efficiency r Managers focus their 
attention and efforts in producing 
results successfully. They know where 
to start, what to do to keep things 
moving and how to follow through All 
such accomplishments must be 
performed effectively and efficiently. 
Successful managers have an urge not 
only for accomplishment but 
accomplishment of tasks differently in 
tenns of efficiency and effectiveness. For 
example, a manager has assigned his 
subordinate a target to produce 100 
radiator caps in a day. Manager will help 
to achieve this target because his 
success or failure depends on the 
manufacturing of 100 units in a day. 
He will see to it that this target be 
achieved not only on time but also at a 
competitive cost. 

(x) Dynamic discipline : Manage¬ 
ment is a creator rattier than a creation 
of the economy It is a dynamic and 


growth-oriented function. Management 
is not just passive but adaptive 
behaviour. It means taking action to make 
the desired results to come to pass. 
Principles, techniques, methods and 
skills of management are changmg over 
a period of time. Management is a very 
live and progressive discipline and its 
success and failure depends on how 
management is equipped with latest 
techniques and principles. 

, Objectives 

Objectives are goals established to 
guide the efforts of the company and 
each of its components. They are Lhe 
ends towards which the activilies of an 
organisation are directed and the 
standards against which the 
performance is assessed For example, 
a company may set organisational 
objectives in terms of return on 
investment (say 10 per cent), bonus to 
employees (say 15 per cent) and install 
a pollution control plant in the factoiy 
Objectives can be classified into three 
major categories- Organisational; 
Social; and Individual. A brief 
description about each objective is 
given below. 

(i) Organisational objectives: 

Drucker indicates that the very survival 
of management may be endangered if 
managers emphasise only a profit 
objective. This single objective 
emphasis encourages managers io fake 
action that will make money today with 
little regard for how a profit will be made 
tomorrow. In practice, managers 
should strive to develop and attain 
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variety of objectives in all and maximum prosperity for the 
management areas where activity is organisation by generating high profits, 
critical to the operation and success Organisational objectives must take 
of the system. Management should be care of the interests of all Lhe 
basically concerned with utilising stakeholders in a fair and just 
human and matenal resources available manner. Drucker advises managers 
to an enterprise for deriving best to set management objectives in eight 
results This leads to reduction m costs areas as listed below. 

Organisational Objectives: Drucker 

1. Market standing: Management should set objectives indicating where it would 
like to be m relation to its competitors. For example, GE, the well-known 
multi-national Arm with interests in many businesses, has evolved a policy 
that if it cannot hold either No, 1 or No. 2 position in a given business, it would 
quit the business 

2. Innovation: Management should set objectives outlining its commitment to 
the development, of new methods of operation For example, in case of Du Pont, 
leadership in chemical technology and continuous new product development 
are major objectives. 

3. Productivity: Management should set objectives outlining the target levels of 

1 1.\< s-Tlck h<' r or example, Hindustan Motors aims at 56 persons per 
.ii pc • .i'_ .gOO.")! ho " 86 persons per ear per day (2000). 

4. Physical andfinancial resources: Management set objectives with regard to 
the use, acquisition and maintenance of capital and monetary resources. For 
example, Elcher Tractors is to mobilise Rs 170 crore for increasing the production 
capacity by 50 per cent between 2000-2005. 

5. Profitability: Management should set objectives that specify the return on 
investmcTii the company would like to generate For example, during the five 
years 1995-2000, Federal Express aimed at a 50 per cent growth in its 
turnover globally, and a market share growth of 10 per cent from 45 per cent to 
55 per cent in the US with 6 per cent return on investment. 

6 . Management performance and development: Management should set 
objectives that specify rates and levels of managerial productivity and growth 
ITC pro\ ides a good example of a company artempi ing flexibility in its business 
porliolio. The optimum poiLiolio become the standards of management 
performance in the company 

7. Worker performance and attitude: Management should set objectives that 
specify rates of worker productivity as well as the attitude workers possess. For 
example, Infosys set corpoiatc objectives m human resources, corporate image 
and social icsponsibillty 

8. Public responsibility: Management should set objectives that Indicate the 
company's responsibilities co Its customers and society and the extent to which 
the company intends to live up to those responsibilities For instance, Tatas 
participate in the rehabilitation o( handicapped children 
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(ii) Social objectives: Social 
objectives deal with the commitment of 
an organisation toward society. Such 
objectives may be pertaining to health, 
safety, labour practices, and price 
regulation. Further, they include 
activities intended to further social and 
physical improvement of the 
community and to contribute to 
desirable civic activities. It should be 
noted that most business houses in 
achieving their primary goals also 
contribute to their respective 
communities by creating needed 
economic wealth, employment and 
financial support to the community. 
For example, Asian Paints funded a 
large-scale community development 
project to enable farmers to use local 
resources effectively. Steel Authority of 
India contributes regularly for 
agriculture, industry, education, health 
care, dairy, poultry, fisheries and 
drinking water supply the people living 
nearby to their steel plants. 

(iii) Individual objectives: 
Individual objectives are pertinent to 
the employees of the organisation. 
Each employee join an organisation to 
satisfy his needs by working in the 
firm. These objectives might include 
competitive salary, personal growth 
and development, peer recognition, 
and societal recognition. In the absence 
of satisfaction of personal objectives, 
employees may lose interest m the 
work and the performance of the 
organisational objectives may suffer. 
Therefore, integration of personal 
objectives with corporate objectives is 
a be tier option for the organisations. 
While formulating corporate 


objectives, management should 
consider individual aspirations and 
expectations, which they would like to 
satisfy through the work they perform 
in the organisation. 

Importance 

Management in one form or the other 
is absolutely essential if human efforts 
have to be made effective to meet all 
round development of the society 
through productive activity, occupation 
or profession. It is essential m all 
organisations and at all levels of 
organisation in an enterprise. Without 
the enlightened guidance and 
leadership made available by 
management “the productive resources 
will remain resources and shall never 
become production.” Management is a 
dynamic element, which gives life to a 
business enterprise. The productive 
resources such as materials, men, and 
money are entrusted to the 
administrative ability, enterprising 
initiative and managerial skills of 
management In effect management is 
important for the following reasons: 

(i) Provides effectiveness to 
human efforts: Management focus on 
efficiency and effectiveness in its 
activities and thus, stress on belter 
equipment, plants, offices, products, 
services, and human relations. These 
drives help management in achieving 
effectiveness and efficiency in their 
efforts. To secure efficiency of operations 
management has to reduce costs of 
production and increase output. It 
keeps abreast of changing conddions, 
and it supplies foresight and 
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imagination. Improvement and 
progress are its constant watchwords. 
For example, BPL group set up 
manufacturing process in India 
identical to that of their collaborators 
(Sanyo, Japan). They adhere strictly to 
the specifications of the materials and 
the components, the manufacturing 
process, and the quality assurance 
programme of the collaborators. These 
initiatives provide edge to BPL over its 
competitors in its electronic products. 

(ii) Brings order to endeavours: 
In an organisation, people come from 
different background and educational 
qualifications. They may have different 
value systems. Because of diversity 
among employees of the organisation, 
their style of functioning and 
management may also vary. Due to 
this, there is a possibility of chaos. To 
overcome such situation, management 
is required to put the energy of all in 
one direction and for common 
objectives, 

(iiij Critical ingredient in 
nation's growth : Economic growth of 
a nation does not necessarily depend 
on availability of resources. Countries 
are developed and underdeveloped on 
the basis of how they use their scarce 
resources effectively and efficiently. 
Efficient management of resources is the 
critical factor in the economic 
development of the. country. Management 
know-how utilises the available 
resources effectively towards achievement 
of basic needs. Business organisations 
are the key contributors to the economic 
growth of the nation. The use of 
management techniques in running the 


organisations on scientific basis is the 
need of the hour. Efficiency of 
management leads to greater and more 
economical production for the society. 

(iv) Provides judgement and 
vision: To determine worthwhile goals, 
carefully select and utilise resources 
efficiently require a high degree of 
judgement and vision From time to 
time, gadgets and aids are offered to 
replace management, but actually at 
best they assist and do not represent 
managements. Serious consideration of 
such devices usually points out the 
need for more management judgement 
and skills to be used. Nothing takes the 
place of management. Management has 
to think before doing anything. This 
necessitates thinking in advance, that 
is, before happening of any event. Since, 
there are many influences that factors 
the event and hence, management has 
to take decisions that involve 
judgement. Sound management will 
enable an enterprise to adjust to the 
complex and dynamic external 
environment thus maintaining 
equilibrium. 

(v) Helps in achieving group 
goals ; The goal of the organisation 
represents the aspiration of all those 
who are working in the firm. Since, 
every one joins the organisation with 
a set of expectations, there arc 
chances of conflict in attaining them. 
Here, lies the role of management to 
satisfy all employees of the business 
to the maximum extent possible. 
Thus, management ensures effective¬ 
ness to the efforts of a group of persons 
organised to achieve given objectives. 
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Dimensions 

The term management can be 
understood in different ways. For 
instance, it can refer simply to the 
process that managers follow to 
accomplish organisational goals. It can 
also be understood to refer to a body of 
knowledge. Management is also used 
to pinpoint the individuals who guide 
and direct organisations or to designate 
a career devoted to the task of guiding 
and directing organisations. A 
discussion on each of these dimensions 
follows. 

Activity 

Management is the human activity 
undertaken to plan, organise, direct 
and control the efforts of all those 
involved in the working activities of an 
enterprise It has to be done most 
discretely so that efforts o', individuals 
and groups are used in the best 
interests of the organisation and the 
society. While doing so the material 
resources and human efforts are 
integrated in such a way that there is 
minimum wastage of materials, time 
and energy. It has been rightly pointed 
out that management is the manner in 
which resources are used to accomplish 
prescribed objectives. 

Process 

According to the process approach, 
management consists of a series of 
steps including planning, organising, 
staffing, directing and controlling the 
activities of an organisation. The central 


idea behind the study of management 
is the concern for objectives and their 
attainment. This is what leads man} 
authors of management Lo say that it is 
“a process of organising and employing 
resources to accomplish predetermined 
objectives.” The very success of 
management is the effectiveness of the 
enterprise managed by it. It is well 
known that the working of any 
enterprise or organisation begins wiLh 
the establishment of its objectives and 
ends with the achievement of these 
objectives This process begins with 
those at the top of the organisation and 
continues in more or less degree at 
every level of the organisation. In effect 
even the individuals at the lowest level 
have to go through this process. 

Discipline 

Over decades management has 
developed as a discipline. Discipline 
can be defined as a subject, the study 
of which can be organised and taught. 
It should form a logical area for 
inquiry and research. It should meet 
the basic requiremen is of ( 1 ) gaining 
acceptability; (ii) capable of 
discovering completely verified 
knowledge; fill) able to organise and 
pass on to others the knowledge so 
discovered; and (iv) the knowledge so 
disseminated should be such which 
can be MU'cessfully applied. Fiona the 
eartkil study of the literature on 
management, it can be fairly staled 
that management is a relatively new 
academic discipline. Before World War 
II, all the books on management filled 
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only a modest shelf. Today, 
management texts are read not only 
by students who want to climb the 
corporate ladder, they are on the best 
seller lists as well. Before World War II, 
very few colleges taught management. 
Today, hundreds of colleges and 
universities offer degrees in the field 
of management. 


application of knowledge and skill as per 
the needs of a given situation On the 
other hand, there are authors who 
regard management as a science 
because management represents a body 
of well-tested principles, which can be 
universally applied. However, before 
resolving this question, let us first see 
what are the important features of an 
art and a science. 


Group 

The term management has also been 
used as “the group of people having 
managerial responsibility for an 
enterprise.” For example, usually 
reference is made to the management 
of a school, a college, an undertaking, 
or a university. Ref irence to the labour - 
management relations is a common 
matter in the worku g of any organisation 
Here, the term is used distinctly to point 
out the group of persons charged -with 
the responsibility of effective working of 
an enterprise or any organisation as 
different from the rank and file of 
employees deployed to carry out the day- 
to-day routine work of that organisation. 
This approach focuses more on a team 
rather than individuals. They believe that 
management as a team can contribute 
more effectively and efficiently than an 
individual. 




Are there any set principles to manage 
an organisation effectively? Literature on 
management often gives very conflicting 
views on this issue Some authors 
describe management as an art because 
management relates to practical 


; Management as a Science ! 

! ' —/ - -J 

Science is a systematically organised 
body of knowledge. It is based on 
logically observed findings, facts and 
events. It comprises exact principles 
The principles of science are capable of 
verification. It is a reservoir of 
fundamental truths and its findings 
apply safely in all the situations. Science 
tries to establish cause and effect 
relationship with regard to various 
phenomena and events. 

Consequently, replication is 
possible; two researchers undertaking 
the same investigation, working 
independently, and treating the same 
data under the same conditions, should 
obtain identical results. So far, relatively 
few management principles have been 
derived by the method of science. 
Recent additions to the store of 
management knowledge have been 
gained largely by means of techniques 
other than scientific. Only in a limited 
way, in specialised areas such as 
research, testing and new product 
development, has management made 
use of the scientific method. Whether a 
science of management will ever evolve 
is highly uncertain. In referring to the 
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hope oi dream I hat a true science of 
management may someday be achieved, 
Professor Mee states, “This hope 
probably will be realised in another 
chapter in another book m another 
century ” Perhaps the best that can be 
said is that a science of management is 
just beginning to emerge. 

It has often been stated that even 
when management attempts to use the 
method of science (from which 
management principles are also 
derived), management is neither as 
precise nor as comprehensive as the 
natural and pure sciences There are 
several reasons why this is so. 

( 1 ) The rational approach and the 
application of the method of science 
are relatively new in business and 
industry. As a result, managing 
has not developed the comprehe¬ 
nsiveness found in other disciplines 
that have used the scientific 
approach for a much longer time. 
In fact, one of the more significant 
developments in the last seventy- 
five years in the field of 
management has been the 
tendency towards using the 
rational approach in solving 
management problems. 

(ii) Relatively few managers are trained 
or experienced in using the method 
of science. Those who are trained 
may find it too time-consuming and, 
because of this as well as other 
limiting factors, seek other ways to 
reach decisions and to solve 
problems. 

(ui) In science, precision measuring 
instruments and tools are available. 


A manager is forced to use rela Live 
measurement where absolute 
measurement is not possible or 
feasible. To evaluate the perfor¬ 
mance of a group of supervisors, for 
example, he may have to use a 
relative measuring device such as a 
carefully prepared rating scale. For 
his purposes, howevei, the relative 
measuring technique is just as 
useful and effective. 

In the physical sciences, the 
researcher works with a single 
variable, holding all other factors 
constant Managers can seldom do 
this They almost always deal with 
people, the human element, wiLh all 
its weaknesses. The human element 
can never be treated as a constanL; 
hence, precision is less than m the 
physical sciences Businessmen are 
always dealing with the 
unpredictable: people, governments 
and nature. They change very fast 
and constantly and therefore, any 
prediction about them is most 
unreliable. 

(v) Managerial decision making stresses 
result-oriented action rather than 
truth. A manager’s decisions must 
have practical application. Managers 
strive for reasonable results under 
uncertain conditions rather than for 
perfection. A method, technique, or 
device has to be good to gel the job 
done. 

Management as an Art 

After doing MBBS, a person becomes a 
doctor. In this process she learns the 
basic principles of medicine and 
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surgery. However, to become an expert 
and specialist in a particular field of 
medicine or surgery, she has to go m 
for practice. This period of practice 
sharpens her knowledge and she is able 
to use her knowledge with more 
dexterity. First part of her acquiring 
knowledge is a science and the second 
part is an art since, she is applying the 
knowledge which she has acquired as 
a discipline Art refers to the skill to put 
into action a systematised body of 
knowledge for the achievement of a 
given task. To get mastery in any skill 
it is necessary to have thorough 
knowledge of the principles of doing 
the particular task. At the same time it 
is necessary to possess the tact, the 
care to be taken, the discretion and 
proper judgeme it in applying the 
principles involved. Presence of mind, 
promptness to react to the given 
situation and correct 1 espouse demanded 
by the prevailing condition are all 
essential to perform skilfully the task 
undertaken. Experiences and 
judgement add to this skill. 

Management is also an art as many 
managers in organisations are 
working on managerial positions 
though they have never acquired any 
specialised knowledge of 

management. Over a period of time 
they have learnt some skills to perform 
such jobs. Though they are not sure 
about what they are doing nor they 
follow the same technique again for 
similar situations. 

Sometimes it is said that a good 
manager is born and not made. But it 
has been now established and accepted 


that it is through learning and training 
process that skilled managers are 
developed. Tlius, art and science are not 
exclusive terms but complementary 
ones Management as an art has the 
following features: 

(i) Situational : Management 
deals with human beings. They behave 
differently in different situations and 
therefore, no set pattern can be 
developed for the given situation 

(ii) Personal skill: Human beings 
apart, (here are other iactors which vary 
m their effect and role m the 
achievement of the managerial tasks. 
Managers have to apply their skills to 
deal with them. 

(iii) Personal judgement: No 

doubt there are useful principles of 
management, but it needs individual 
judgement to apply them properly and 
at appropriate time. It means art is 
necessary. 

(iv) Continuous practice : The art 

of management is much older than the 
science of management, which as an 
organised body of knowledge is hardly 
about few centuries old. 

(v) Practical knowledge: Business 
enterprises involve risks. Only those 
who have experiences can deal 
effectively with such risks 

t ' ' ~mrr j 

Management: Both Science and Art 

Management is a combination of an 
organised body of knowledge and 
skilful application of this knowledge 
Much of this knowledge is to be 
found in various academic 
disciplines Effective performance of 
various management functions 
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necessarily needs an adequate basis 
of knowledge and a scientific 
approach Thus, management is both 
a science and an art. It is a science 
because it uses certain principles. It 
is an art because it requires 
continuous practice and personal 
skills. Thus, science and art in 
management are not mutually 
exclusive. Both of them exist together 
m every function of management, 

| Management as a Profession 

i. _ - „ .. . ■ . . ' - ! 

Profession is a well-defined body of 
knowledge, which is learned 
intellectually and organisationally. In 
a profession, examination or education 
restricts entry It is primarily concerned 
with service to others. One enters into 
it to work without any expectation of a 
direct share in the profits earned out of 
such activities. Professionals normally, 
work on professional charges m the 
form of fee 

[Features' 

A profession is an occupation backed 
by specialised knowledge and training. 
The professional’s behaviour is 
governed by a code of conduct that is 
regulated by a professional body and 
is duly recognised by the society. The 
basic requirements of a profession are 
as follows. 

(i) Existence of techniques, skills and 
specialised body of knowledge; 

(ii) Availability of formal methods of 
training and experience; 

(iii) Existence of a representative 
organisation with professional- 
isation as its goal; 


(iv) The fonnal ethical code of conduct 

for the guidance for its members; 

(v) The charging of fees based on the 

nature of service extended. 

In the light of the above, let us 
examine whether management is a 
profession. The arguments m favour of 
this statement are listed below: 

(i) Body of knowledge: All over the 
world Lhere is marked growth of an 
organised systematic body of 
knowledge abouL management as a 
discipline. Scholars are studying 
various business situations and are 
trying to find out principles. There arc 
a large number of books on 
management. A number of journals 
specialise in various aspects of 
management problems 

(ii) Formal methods of training: 
The establishment of professional 
schools of management m which 
management as a body of knowledge 
can be taught is seen everywhere. India 
is no exception to it as is clear from the 
establishment of Indian Institutes of 
Management at Ahmedabad, Calcutta, 
Bangalore, Lucknow, Indore, Kozik- 
hode; Post-Graduate Departments of 
Management; Management Institutes 
and Colleges of Management in different 
parts of the country. 

(iii) Fee as remuneration: Most 
managers are salaried people. However, 
the number of management consultants 
is increasing. Even a large number of 
well-reputed firms are establishing 
their consultancy agencies. They 
charge fee as remuneration. Many 
business and non-business firms are 
taking the services of management 
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consultants in restructuring their 
organisations. 

(iv) Existence of ethical code: 
There is growing emphasis on the 
ethical basis of management behaviour. 
All India Management Association has 
devised a Code of Conduct for Indian 
managers. But there is no statutory 
backing for this code Membership of 
this body is not compulsory. 

(v) Establishment of represen¬ 
tative organisations: Both at the 


national and international levels, 
Management Associations have been 
formed with their membership rules, 
codes of conduct, etc. All India 
Management Association, New Delhi, 
National Institute of Personnel 
Management, Calcutta, Instilute of 
Marketing and Management, Institute 
of Chartered Accountants of India, 
New Delhi, Institute of Costs and 
Works Accountants oflndia, Calcutta, 
are the well established associations 


Enlightened Professionalism at Hindustan Lever 

Multinationals In the third world have had a mixed record. They have been accused 
of economically exploiting backward eounlnes and making them worse off, and 
they have also been praised for bringing Western capital, technology, and management 
know how to developing countries, thus spurring their growth. Hindustan Lever, an 
Indian subsidiary of Unilever, UK, may be a shining example of a company lhat has 
contributed positively to India's growth. In the eighties, it made substantial 
investments in backward industilal locations in half-a-dozen Indian states, it took 
over the management of sevei al sick units and revived them. A producer of cosmetics 
and toiletries, its R&D. was aimed at Finding indigenous substitutes for imported 
inputs. The company also was a major exporter, exporting 10 per cent to 15 per ccn t 
of its production. The company’s long term financial performance, too, was 
outstanding II declared a dividend ranging from 20 per cent to 34 per cent In the 
ten years ending m 1986 In polls of corporate excellence It was consistently one of 
the toppers. 

In the late eighties, Hindusinn Lever was known to be one of the most 
professionally managed companies in India, with exceptionally strong systems of 
Financial control, marketing and human resource management Nepotism was taboo. 
Training was away ol lile Hindustan Lever had an inlrmal board That is, a board 
consisting mostly of its own senior executives But a feature of the company was 
that executives In their early forties were invited to join the board. The company's 
chief executives had rendered distinguished services to the nation - PraJkash Tandon 
later became the chief executive ol a nationalised bank and still later of the National 
Council of Applied Economic Research, Rajadhyaksha later became a member of 
India’s Planning Commission. 

Hindustan Lever was trying to practice a compassionate sort of professionalism. 
All us fresh managerial recruits were requiied to spend a few months in a rural site in 
the slate ot Uttar Pradesh, where the company ran a model dairy, so that they got a 
feel of rural India. In Bombay, the company adopted an orphanage where managers 
and their family members could go in their spare time for rendering help to orphans 

Source. Business Today 
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in India. And many more 
organisations m the specialised fields 
or branches of management are being 
formed. 

Management as Profession; a Trend 

Questions are sometimes asked. Is 
management a profession? Is it 
becoming a profession? As it is well 
known, a large number of business 
units India in operate as sole trading 
and single entrepreneurship 
enterprises. By definition and in 
practice proprietor-managers manage 
them. So is the case with partnership 
firms and Joint Hindu Family Busmess. 
But Company form of business 
enterprises in India and corporate 
organisations m USA and other 
countries are, even by definition, 
enterprises m which ownership is 
divorced from management. 

As things stand, under law it is the 
shareholders who elect the Board of 
Directors from amongst themselves. 
Thus, the top most men at the top level 
management of a company or corporate 
body are not professional managers. 
But all the big companies operating on 
large scale appoint executives and 
managers on salary-cum-perks basis. 
They are professional managers. In 
large companies the Vice-Presidents of 
Marketing. Finance, etc. who are on the 
Board of Directors are also professional 
managers. So are all those working at 
the middle levels and lower level of 
management, Many Indian companies 
have taken initiatives to replace family 
members by professional managers. 
For example Ranbaxy Laboratoies and 


Eicher Tractors are managed by 
professional managers rather than 
family members of the owners This 
trend is picking up due to increasing 
market competition. Now, days of 
protecting industry are over Survival 
of industry depends upon the 
competitiveness of the business rather 
than protection and that demands 
profesionalisation of management. 

In case of public undertakings 
management is m effect by professional 
managers. Exception is that of the 
departmental undertakings such as 
Railways, Posts and Telegraphs etc. 
which are controlled by the various 
departments of the government. But 
there also, other than the MmisLer-in- 
charge all those looking after the 
management are professionals. 

A new trend is becoming more and 
more marked. Proprietary managers 
are becoming more interested m 
acquiring the latest knowledge and 
technique of management. They are 
sending their sons, daughters and other 
close relatives abroad to acquire 
Degrees and Diplomas in Management 
Others are joining short term courses 
in Management run by organisations 
like Administrative Staff College 
Hyderabad, All India Management 
Association, etc. Such persons are now 
occupying positions al the top most 
layers of the managerial hierarchy. Are 
these persons to be regarded as 
proprietary managers or professional 
managers? No doubt all the features of 
profession are not applicable to them. 
But they do possess other features. 

In conclusion, it may be said that 
managers at the top level do not satisfy 
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all the requirements of profession But MANAGEMENT AND ADMINISTRATION j 

management is, by and large, becoming j j 

a profession " There is often a terminological conflict 

It is more so in the developed between management and admmis- 
nations. But even in India a large Nation. Some authors suggest that 
number of managerial cadres are there is no fundamental difference 
professionals. This is applicable to boih between management and adminis- 
the public and private sectors. Even m tration; whatever the difference 
the case of smaller enterprises, which between the two exists, it exists only 
are run by proprietary managers, in terms of usage in different walks of 
assistance of professionals such as hfe- Other authors suggest that there 
Chartered Accountants, Cost is difference between these two terms 
Accountants and Lawyers are being because both of them represent 
utilised Lo a great extent. different activities. Therefore, it is 

Experts’ Views on Management and Administration 

Oliver Sheldon: Administration is the function in industry concerned with the 
determination of corporate policy, the coordination of finance, production and 
distribution, the settlement of the compass structure of the organisation), and 
ultimate control of the executive. Management on the other hand, is the function 
in industry concerned with the execution of policy within the limits set up by 
administration, and the employment of the organisation for the particular objective 
set before it. 

E.F.L. Brech. Management is the generic term for the total process of executive 
control Involving responsibility for effective planning and guidance of the operations 
of an enterprise. Administration is (he part ot management which is concerned 
wuh the Installation, and carrying out of the procedures by which the programme 
is laid down and communicated and llie progress of activities is regulated and 
cl icclwd against plans 

William H. JVeunman Management or adnmiisb auon is the guidance, leadership 
and control of (tic cltorts oi a gioup ot individuals towards some common goals 
G.E. Mitward: Administration is primarily the process and agency used to establish 
the objective oi purpose which an undertaking and its staff are to achieve, secondly, 
administration has to plan and to stabilise the broadlincs or piinciples which will 
govern action These breadlines are usually called policies. Management is the 
process and agency through which execution of policy is planned and supervised. 
William R. Spriegel. Administration is that phase of a business cntcrpilsc that 
concerns itself with the overall determination of institui ional objectives and the 
policies necessary to be followed in achieving those objectives. Management, on the 
othei hand, is an executive function, which is primarily concerned with carrying out 
broad policies laid down by the administration 

Kimball and Kimball: It is a myth to make difference between management and 
administration. Actually these are synonymous Lo ea ch other. 
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desirable to resolve terminological 
conflict between management and 
administration. 

Administration is part of 
Management: According to Lhis 
view, management means the entire 
process of planning, policy-making, 
and coordination of efforts, controlling 
the operations and maintaining the 
discipline for the elficient and smooth 
functioning of a business enterprise. It 
signifies a total process of executive 
control in industry or commerce. It 
implies undertaking of responsibility 
for effective planning, policy-making, 
fixation of targets and opera!ive 
functioning of providing men, money 
and materials to carry out the policies 
and run the day-to-day activities of the 
enterprise smoothly and systematically 
for producing tangible results in the 
process of work. According to this 


opinion management involves the (i) 
responsibility for policy formation; (ii) 
responsibility for planning, organising, 
directing and controlling; and (in) 
responsibility for supervision, Thus, it 
is found that management begins with 
the administrative funclion at the top. 
As one moves down the layers of the 
organisation managerial functions 
become more and more important. 

Management and Adminis¬ 
tration mean the same thing: There 
are views according to that the tenns 
"Management” and “Administration” to 
mean the same. For example, according 
to one view administration is 
fundamentally the direction of affairs. 
It is purposeful action and, to an 
increasing degree, it is informed rational 
and deliberate action. It is over¬ 
whelmingly concerned with the choice 
of ends, ways and means for the 
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attainment of desired results. The three 
main elements of administration are the 
formulation of goals, the choice of ways 
and means and the direction of the 
people m some group purpose. 
According to another view adminis¬ 
tration is the total of planning, 
coordinating, motivating, controlling 
and operating work. It refers 
“Administration” as comprising all the 
functions that a manager of an 
enterprise is expected to perform m 
realising the chosen objectives. 

Administration comes first 
Management follows it; According to 
this view, the term is used to control the 
specific functions of planning, guiding, 
controlling and executing the work 
connected with a business enterprise. 
Administration is that phase of a 
business enterprise, which concerns 
itself with the overall determination of 
the major policies and objectives. 
Administration predetermines the specific 
goals and lays down the broad areas 
within which the goals are to be achieved. 
Administration is a determining function, 
management is the executive function 


that concerns itself with carrying out of 
the administrative policies laid down by 
administration. This view brings out the 
difference between the terms 
administration and management in the 
following words: administration is the 
determination of policy and 
coordination. Proper management is the 
execution of policy Administration is 
the force, which lays down the objective 
for which an organisation and its 
management are to strive and the broad 
policy under which they are to operate. 
Management is Lhe force, which leads, 
guides, and directs an organisation in 
the accompli-shment of a 
predetermined object. 

Administrative and managerial 
functions permeate throughout the 
organisational setup of the enterprise 
Functionally, speaking eveiy manager 
has to fulfil the dual role of 
administration and management m 
varying degrees. But in highly 
sophisticated modem enterprises, the 
functions of planning, policy-making, 
formulation of basic objectives are vested 
in the top level of management 


Administration and Management 


Efficiency has always been important But tire new age Is more demanding. It Insisrs 
on maximum efficiency. Administration was the backbone of colonialism. 
Management Is the hallmark of the age of Independence. There is a qualitative 
difference belween the two approaches. Administration preserves the status quo. 
Management seeks to change. Administration commands. Management motivates. 
Administration overpowers Management empowers. The transition from an 
administrator to a manager is a revolution in attitude, and attitudes are important, 
because attitudes produce behaviour and behaviour determines results In the 
ultimate analysis, sound management is synonymous with sound leadership. 


Source Indian Management 
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consisting of directors, chief executives 
and expert advisers. The remaining 
managerial personnel are expected to 
cariy out policies and programmes so 
finalised The administrative function is 
confined to a compact group, which spell 
out broad policy. The subordinate 
executives in the organisational setup 
do the details of operation. 

Levels 

In company or corporate form of 
organisation a large number of 
persons are employed and placed at 
different places and positions to work 
on various jobs To carry out Lhese 
responsibilities they are given 
necessary authority (right to decision¬ 
making). Authority given to each of 
these managers more or less depends 
on the responsibility (duty) assigned 
to them. In other words, the whole 
relationship between these managers 
and subordinates working in a 
company form of organisation are 
arranged in a series of levels. 


At each level a group of managers 
are entrusted with particulai type and 
naLure of duties to be performed. For 
attending to these duties they receive 
instructions from the managers placed 
m the higher positions (known as their 
superiors). AL the same Lime they are 
granted the right (authority) Lo issue 
instructions to the managers working 
at the next layer of the organisation 
They are their subordinates. This 
creates a chain of authority- 
subordinate relationships. This chain 
is known in management literature as 
hierarchy or levels of management. 

Authors do not agree on the length 
of this chain or the number of levels 
of management. However, m general 
we accept three levels of management 
— top level, middle level and 
supervisory or operational level of 
management. The whole arrangement 
of the chain is such (hat if one 
arranges the number of people 
working from top to the supervisory 
levels, it looks like a pyramid — few 


Hierarchy of Management 


Board of Directors, Chief Executives, 
Chairman, Managing Directors, General 
Manager 


Functional Managers, Departmental Heads, 
and Other Executive Officers 



Supervisors, Foremen, Inspectors, etc 


Supervisory or Operational 
Management 
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(operational level), a few (middle level), 
and very few at the top level. 



Top management consists of Chairman 
of the board, Directors, Managing 
Director, General Manager and other 
responsible persons for systematic 
conduct of the enterprise along the right 
lines reaching out towards the 
realisation of business objectives. Top 
management cannot be viewed as a 
unitary position occupied by an 
individual with paramount authority. 
Rather it should be looked upon as a 
group of crucial people essenLial for 
piloting the operations of the 
undertaking towards profit and 
prosperity. The functions of the top 
management may be outlined as 
follows- (i) determining the objectives of 
the enterprise; (it) framing of policies; 
(iii) organising activities to be 
performed; (iv) assembling the required 
resources; and (v) controlling and 
monitoring the planned performance. 

Middle Management 

This level of management is concerned 
with the task of implementing the 
policies and plans chalked out by the 
top management Middle management 
comprises departmental heads and 
other executive officers attached to 
different departments. These 
departmental managers and officers are 
expected to take concrete steps for 
actual realisation of the objectives and 
operational results visualised in the 
plans finalised by the top management. 


“This group is responsible for the 
execution and interpretation of policies 
throughout the organisation and for the 
successful operation ol assigned 
divisions or departments.” In other 
words, the middle management officers 
exercise the usual functions of 
management in respect of their own 
departments. They have to plan the 
operations, issue instructions to their 
assistants, collect the resources 
required and control the work of the 
people under them and evaluate the 
results achieved by their departments. 
If the top management is endowed with 
the authority of policy-making, middle 
management is entrusted with the 
programming of efforts essential for 
implementing the basic predetermined 
policies. Functions of middle 
management are-, (i) interpretation of 
policies framed by top management; (li) 
preparing the organisational setup m 
their departments for fulfilling the 
objectives implied in various business 
policies; (ill) finding out the suitable 
operative and supervisory personnel 
and assigning duties and 
responsibilities to them for the 
execution of the plans of the concerned 
departments; (iv) compiling detailed 
instructions regarding operations and 
issuing them to the assistants and 
operatives to focus and guide their 
efforts accordingly; (v) motivating the 
personnel for higher productivity and 
rewarding them for their merit, 
capacity or calibre; (vi) cooperating with 
other departments so as to ensure 
smooth functioning of the organisation; 
(vii) collecting reports, statistical 
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information and other records about 
the work turned out in respective 
departments and forwarding the same 
with their observations to the top 
management; and (vm) recommending 
to the top management new or revised 
policies for their departments to secure 
better performance. 

Supervisory or Operational; 
Management 

It refers to the bottom level in the 
managerial hierarchy of the 
organisation. Foreman, supervisors 
and sub-departmental executives 
assisted by a number of workers, clerks 
etc., carry out the actual operations as 
per schedule. Their authority and 
responsibility is limited and they have 
tire lines drawn by the higher levels of 
management Though classified at the 
lower level, the importance of functions 
of personnel employed at the 
operational level cannot be overlooked 
The plans and the policies of the top 


management will fail if the foremen and 
operatives do not fully realise the spirit 
of sustained work. The quality of 
workmanship and quantity of output 
will depend on the hard labour, 
discipline and loyalty of the operating 
personnel The foremen and 
supervisors are responsible for 
executing the work order allotted to 
their respective departments or 
sections. They pass on the instructions 
of middle management to the work 
force, procure the materials, tools etc., 
required for the jobs, assign specific 
duties to individual workmen and 
guide them m acting upon the 
instructions and handling the job on 
hand with ability and accuracy. They 
seek to maintain precise standards of 
quality, prevent wastage of materials by 
negligent workmen, look to the safety 
of machines and equipment and ensure 
steady {low of outpuL as per plans and 
programmes prescribed by the top and 
middle management They are also 
responsible for maintaining discipline 


Managing Levels 

Look at how ICICI Bank, Infosys and the Murugappa group have gone about solving 
the problem. The ICICI Bank top management is increasingly involving middle 
management employees in board proceedings. It is not uncommon for managers 
even at the DGM level to make presentations to the board. 

The Murugappa group has evolved a process for this It has identified a team of 
LOO young managers and has given every director in the group the Job of mentoring 
at least 2-3 of them Besides the obvious HR benefits (managers learn from being 
exposed to the board), a process and channel for independent directors to seek out 
information also gets established 

However, if such a process is to work, the management, too, needs to have an 
open culture that encourages middle managers to interact with independent directors 
irrespective of hierarchy based protocols 


Source: Business World 
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among the respective batches of 
workers, preserving and boosting their 
morale and fostering the team spirit in 
them. Functions of lower management 
arc (i) representing the workers’ 
grievances before the management, (li) 
ensuring adequate lighting, ventilation, 
orderliness in the working area and 
providing other amenities to workers; 
(111) looking after safety of workers by 
proper fencing and safe guards at all 
critical points and avoiding accidents; 
(iv) helping the management in 
selection, training, placement and 
promotion of workers; and (v) 
welcoming suggestioms from workers 
for better working practices and 
production-techniques. 

!fijn,Ctxows , 

{- 1 — - L - i aL . ' 

Regardless of the type of organisation, 
all managers have certain basic 
functions: planning, organising, 
staffing, directing, and controlling. The 
scope and nature of these functions 
differ from manager to manager and 
from firm to firm. 

> Claiming 

Planning is always the first function. 
Before you can accomplish anything of 
a long term nature you must determine 
m advance what is to be done. If an 
entrepreneur such as Bill Gates in the 
chapter opening case established a 
company to manufacture computer 
software, he would first have to decide 
what the goals and objectives were to 
be What products will be produced? 
How will they be produced? Where will 
the funds be obtained? Who will be the 


consumers? What resources (labour, 
materials, and machines) will be 
required? When should these 
resources be obtained 9 These and 
many other questions have to be 
answered before management can 
intelligently move ahead. 

Organising ! 

.. i 

Once the plans are in place, it is time to 
proceed with other phases of the 
project. The next step would be to 
establish an organisation structure. 
Should it be a corporation? If 60 people 
are to be hired, what sub-units should 
there be? How many work groups? 
Should Lhese be organised around the 
functions performed, the products to be 
produced, or steps involved m the 
processing? How many supervisors 
should there be, and what authority 
should they have? Should any special 
support units like personnel or 
purchasing be established? How can 
people be informed of the scope of their 
jobs 7 Once these decisions are made, 
the organisation assumes a particular 
structural form. 

Staffing j 

. i ' " ' i J 

Following the establishment of the 
plans and the development of the 
organisation structure, the manager 
then seeks people to staff the 
organisation. Staffing is the selection 
of employees who have the traming and 
skill to meet the demands of each 
position. It also includes the 
development, promotion, and 
performance evaluation of subordinates 



27 

NATURE AND SIGNIFICANCE OF MANAGEMENT 


and the other important “people” 
considerations in the organisation. 

Directing 

After the plans are made, the 
organisation established, and the 
people hired, it is time to move ahead 
with the project. If the new venture is 
to be a success, leadership is essential. 
This execution phase of planning turns 
into the day-to-day time consuming 
process of providing direction for 
ongoing activities. The manager 
activates and energises the 
organisation He is expected to make 
the decisions and provide the leadership 
to keep the organisation moving 
towards the established goals. This 
involves many activities and skills, since 
it includes guiding, motivating, and 
supervising subordinates. 

Controlling 

As the project progresses, it is the 
manager’s responsibility to see that it 
moves ahead as anticipated. Will the 
goals be reached? Are the operations 
being preformed in relation to 
established standards? Is the product 
or service being produced on time, 
within cost limitations, and in the 
quality and quantity desired? 
Control encompasses all of the 
performance measurements and 
follow-up actions that keep 
performance on track. 

COORDINATION 

Linking of activities of diverse nature to 
realise the homogeneous objects is one 
of the vital — responsibilities of 


management. Integration of these 
activities is what we mean by 
coordination. Coordmation is regarded 
as culmination of all the managerial 
processes. Planning execution, 
howsoever accurate and skilful, cannot 
be fruitful unless management 
establishes harmonious blending of 
activities through organisation 
arrangements and administrative 
action. This is done through 
coordination. Coordination means 
synchronisation of efforts from the 
standpoint of time and the sequence of 
execution. It involves the development 
of unity of purpose and the harmonious 
implementation of plans for the 
achievement of the desired ends. 
Coordination is the force binding all the 
other functions of management. It aims 
at canalisation of group efforts in the 
direction of reaching the chosen goals of 
the company. Similarly, activities 
concerning production, purchases, sales, 
finance etc. are to be unified to ensure 
continuity in the working of the company 
The primary reason for 
coordination is that departments and 
work groups are interdependent — 
they depend on each other for 
information and resources to perform 
their respective activities. For example, 
in a Hotel, the reservations department, 
fronL-desk check-in, and house 
keeping are all reciprocally 
interdependent. Reservation has to 
provide front-desk employees with 
information about how many guests 
to expect each day, and house-keeping 
needs to know which rooms require 
priority cleaning. If any of the three 
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units does not do its job properly, the 
others will all be affected. 

Elements 

The greater the interdependence 
between departments, the more 
coordination the organisation requires 
if departments are to be able to perform 
effectively. The key elements of 
coordination are explained below: 

(i) Integration: It refers to the 
unification of all the unrelated or 
diverse interests, which must be 
brought together if purposeful work is 
to be accomplished effectively It 
implies the reconciliation of all diverse 
forces into a common focus of the work 
to be performed as planned and 
scheduled. Integration of activities 
result in better performance of the 
organisation 

(ii) Balancing: It means 
supplementing the activities, efforts and 
jobs of one department with those of 
another It means providing support by 
one activity to another so that optimum 
results could be achieved. For example 
at Hindustan Motors, one plant 
assembles engines and then ships them 
to a final assembly site at another plant 
where the cars are completed. The 
plants are mterdependent in that the 
final assembly plant must have the 
engines from engine assembly before it 
can perform its primary function of 
producing finished automobiles. 

(Hi) Timing: It involves scheduling 
of operations in suitable order. It 
requires that different activities 
proceeding under their own schedules 
be brought into focus so that all 


advance in such a manner so as to 
reinforce each other. 

Nature 1 

Coordination is the process of 
achieving unity of action among 
independent activities. This would be 
better achieved if the nature of 
coordination is understood clearly as 
discussed below: 

(i) Essence of management. 

Coordination is an activity that is 
required at every level and every time 
in the organisation. Since 
organisations are performing 
diversified activities to achieve common 
goals, therefore, the integration of 
efforLs at all levels is equally important 
In the absence of harmonised group 
activities, achievement of group goals 
becomes difficult. 

(ii) Continuous process: A notion 

of coordination as a fixed entity, which 
either exists or does not exist, is 
unrealistic. Coordination is present m 
varying degrees. Executives must 
work continuously to achieve 
coordination Maintaining 

coordination among various activities 
of business is the essential task of 
managers. This should happen 
continuously. 

(iii) Group effort: Coordination is 
a concept that applies to group, noL 
individual, effort. When a number of 
individuals seek to work together, 
orderliness becomes significant. The 
extent to which coordination produces 
orderliness in group effort is an 
important element of efficiency m 
running a business. Undue confusion 
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is a symptom of poor coordination. 
Since, organisation means two or more 
than two persons working together, 
these two persons may be of different 
background in terms of education and 
experience and thus, their style of 
managing an organisation may be 
different. To achieve organisational 
goals, these two or more than two 
persons should work in cohesion. 

(iv) Unity of effort: It means 
primarily that the leader has Lo so 
arrange the timing of the efforts that 
individual contributions are blended 
into a harmonious stream of productive 
action. When all the employees work 
together m the same direction and on 
time, organisation may achieve its 
target with more surety. Conflicting 
efforts may cause more damage to the 
organisational objectives. It is the duty 


of the managei s to direct the efforts of 
all persons to a common goal 

(v) Common purpose: The degree 
to which the business achieves its 
intended purposes is at least a partial 
index of the extent to which the chief 
executive has been able to coordinate 
it. Unity of effort requires an 
understanding by all participating 
individuals of the goals towards which 
they are working as a group. For 
example, m companies, which have 
grown consistently over the years, 
including Ranbaxy, INDAL, Infosys, 
Arvmd Mills, L & T, Titan, Sundaram 
Fasteners, a substantial part of senior 
management time is spent on 
communicating the organisational 
vision and objectives m a clear, coherent 
manner to all levels. Organisational 
vision and mission are the techniques 


Rath Travels Finds Out What Farmers Know About Organising 

Rath Travels is a fast growing 1,000-office global travel agency, but the way it is 
organised is based on what CEO Ramesh Chauhan learned on a cow farm, Standing 
on a cowpat-spotted field in rural Sonapur several years ago Chauhan made a 
discovery. “The family farm is the most efficient type of unu I have ever run across, 
because everybody on the farm has to be fully functional and multifaceted " He 
decided to look for an organisational design dial would embody that approach to 
gcLting everyone’s lull involvement m helping lo run the company He knew doing 
so would help his managers better manage change. 

His company now is a good example of how smart managers blend several 
organisational styles to build fast moving and successful firms. The first thing 
Chauhan did was io break his company inLo more Ilian 100 business units, each 
functioning like a “farm" serving specific regions and clients Corporate headquarters 
became more like wliat Chauhan calls "farm towns,” where “stores” like human 
resources and accounting remain centralised so all the “farms” can use them. Its 
computerised Global DistnbuUon Network links every one of its Lravel agents to 
the company's minicomputers in Patna, where centralised data on all the company’s 
clients help ensure that the work of all the offices is coordinated to serve the needs 
of Chauhan’s clients. 


Source Business Today 



30 

BUSINESS STUDIES 


of achieving common purpose of the 
organisation. 

Importance 

Performance of various managerial 
functions m an integrated manner 
involves fair degree of coordination 
among individuals and departments. 
Coordination derives it’s importance 
from the fact that it is needed to integrate 
the efforts of individuals, departments 
and specialists which may work at cross 
purposes. In large organisations, such 
complexities require special efforts for 


coordination due to individual 
differences and number of persons 
involved. 

(i) Size of the organisation: In 

large organisations, multiplicity of 
persons often creates difficulty m 
integrating their activities. Each 
individual is unique, acting to sense 
his own needs as well as those of the 
organisation Each has his own habits 
of work, his own background, 
approaches to situations, and 
relationships with others. Moreover, the 
individual does not always act 


Mercedes-Benz Improves Coordination to Improve Product Quality 

Improving coordination can improve the effectiveness and efficiency of the workforce 
m any organisation. Mercedes-Benz executives focus on improving coordination to 
improve product quality. Although they acknowledge that new competitors such as 
Lexus and Infinity have made an impact in the upscale automobile market, Mercedes- 
Benz executives are neither discouraged nor digressing from decades old 
organisational objectives The company remains dedicated to the needs and wants 
of tiie upscale but unpretentious buyer who is looking for a vehicle that balances 
style and performance with form and function. As In the past, tiie company will 
compete by remaining firmly committed to improve the overall quality of its products 
Klaus-Dleter Vohringer, a member oi the Mercedes-Benz top management team, 
says, the company will demonstrate this commitment to product quality through a 
plan that focuses on improving coordination among three different manufacturing 
and assembly plants. This major restructuring of the manufacturing process at 
Mercedes-Benz Is expected to result not only in better product quality but also in 
more productive uses of existing facilities, quicker responses to changing customers' 
needs and competitive products, and lowered product costs. According to Vohringer 
Mercedes-Benz has developed a sophisticated understanding of its customers over 
the years, In order to maintain a high level of customer satisfaction, management 
knows that it must constantly be on the alert for new methods of improving product 
quality, and is convinced that better coordination in the manufacturing process 
will help Mercedes-Benz achieve its quality goals 


Source 1 Business World 
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rationally. His behaviour is not always 
completely predictable. Therefore, it is 
imperative for organisational efficiency 
to integrate individual and group goals 
through coordination. 

(iij Functional differentiation: 
Functions of an organisation are 
frequently divided into departments, 
divisions, sections, and the like. 
Coordination problems arise because 
domains become solidified, with 
barriers between them becoming rigid. 
Each unit tries to perfonn its mission 
in isolation from the others. Sometimes 
this happens because functions are 
grouped lllogically or managers take 
the experience rather than the logical 
route In such cases, coordination is 
essential to work effectively in the 
organisations. 

(iii) Specialisation: There is a high 
degree of specialisation in modern 
organisations. Specialisation arises out 
of the complexities of modern 


technology as well as from the diversity 
of tasks needed to be performed. 
Organisations employ a number of 
specialists. The specialists think that 
they only are qualified to evaluate, judge 
and decide according to their 
professional criteria and others arc not 
competent and qualified for doing these. 
If the specialists are allowed to work 
without coordination, it may lead to 
conflicts. Therefore, some mechanism 
is required to coordinate the efforts of 
various specialists among themselves 
as also beLween the specialists and 
others in the organisation. 

Coordination is the essence of 
management. It is not something, 
which could be ordered by a manager. 
Instead, if is something which the 
manager aLlempLs to achieve while 
performing his functions of planning, 
organising, staffing, directing and 
controlling. Thus, eveiy managerial 
function is an exercise in coordination. 


Coordination : the Essence of Management 

Hyderabad Alhvyn would be remcmbcicd for many “firsts". Established in 1942, it 
was the first in Ihc country to produce a double-decker bus, refrigerators, and 
quartz waiches Ii had technical collaborarions wiLh companies like Mitsubishi, 
Illraclil, Seiko and Nissan lor Us diverse range of products — buses* watches, 
refrigciaLors. sewing machines. LPG cylinders, compressors, office furniture, etc. 
With an emphasis on growth, Ihe company kcpL on expanding and diversifying. By 
the end of the 1980's. Ihc problems of consolidation and coordination became 
apparent. Tire diversification had spread the company Loo thin, making it difficult 
for it to compete tn (he market either by volumes or niche; lack of synergy among 
interrelated production divisions had lead to high inventories of finished goods, 
work force had swelled; plants were working at low capacities. By 1993, the company 
had an accumulated loss of Rs 168 crore, and its various divisions were up for 
sales Company failed to balance Its various product portfolios 
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SUMMARY 

Concept 

Management is a process of planning, organising, motivating and controlling the 
enterprise resources for the purpose of achieving the goals of the organisation. 

Characteristics 

The key features of management are. Achieving organisational objectives, Distinct 
activity, Group efforts, Intangible, Influences behaviour, Composite process; 
Coordmating force, Working with and through others, Balancing effectiveness and 
efficiency; and Dynamic discipline. 

Importance 

Management is important because it provides 1 Effectiveness Lo human efforts; Brings 
order to endeavours; Critical mgiedient m nation’s growLh, Provides judgement and 
vision; and Helps ki achieving group goals 

Dimensions 

/ 

Management is a human activity undertaken to organise direcL and control the 
efforts of persons involved in the work of an enterprise It is a process of organising, 
and employing resources to accomplish predetermined objectives This is a subject 
of sLudy, which can be organised and taught It is the group of people having 
managerial responsibility for an enterpnse. 

Nature 

Management is a combination of an organised body of knowledge (science) and 
skilful application (art) of this knowledge Although it does not satisfy all the 
requirements of a profession but, by and large, becoming professionalism 
Management serves — organisation, individuals, and society as its objectives. 

MANAGEMENT AND ADMINISTRATION 

The administrative function is confined lo a compact group which spell out broad 
policy Managerial executives in the organisational setup do the details 

Levels 

Management is considered as a three-tier activity The top management centres 
around the determination of objectives and policies, the middle management is 
concerned with implementation of policies through the assistance of lower level 
managers of the organisation. 

Functions 

Regardless of the type of Arm, all managers have certain basic functions. Planning; 
Organising; Staffing, Directing; and Controlling 

COORDINATION 

Coordination is the process of achieving unity of action among interdependent 
activities 
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Elements 

The key elements of coordination are : Integration, Balancing; and Timing. 

Nature 

Coordination is an essence of management since, it helps m achieving harmony of 
individual efforts towards the accomplishment of group goals It is a continuous 
process applies to group effort, unity of efforts and has a common propose. 

Importance 

Need for coordination anses because of the size of the organisation, functional 
differentiation and specialisation. 

Short Answer Type Questions 

1, Define the term ‘management’. 

2 Explain the term ‘management* as an Art. 

3. What do you mean by levels of management'? 

4 Explain briefly the important features of management as a profession. 

5. "Management is a learned discipline”. Comment. 

6. Define the term ‘coordination’ 

7. Discuss the need for coordination in management 

Long Answer* Type Questions 

1. Bring out the objectives and importance of management. 

2. Is management a ‘science’? Explain 

3. Explain critically if management is a profession 

4. Distinguish between the terms ‘management’ and ‘administration’. 

5. Discuss briefly the functions of top level of management, 

6 Explain the place of middle level management pointing out their functions in 
bnef. 

7. Briefly explain the planning and organising functions of management? 

8. Discuss the meaning and nature of coordination. 

9. Examine the element of coordination from the point of effective management. 
10 Define balancing and timing and indicate their significance In coordination. 
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CHAPTER 


LEARNING OBJECTIVES 

After studying tins chapter you will be able to . 

• state the meaning, nature and principles of management, 

• explain Fayol’s principles of management, 

• elaborate the principles of scientific managemnt 

• apply the techniques of scientific managem -nt, 


Uke his pharmaceutical company (Ranbaxy), the chief executive officer of the Rs 1065.70 
c rare turnover company (19971, mines the entire world — not for markets, but for 
management principles And he uses management pnnciples to knit his products, 
people, and processes into afast, flexible, andflab-free organisation, adroitly marrying 
his personality to his pnna.pl s Just what are his best practices for managing the 
global corporation? His key pn iciples are. (i) use management tools to create a formal 
shared framewoi k within which everyone operates, (a) use participative decision-making 
Lo ensurefull supportfrom your managers for your strategies, (in) set a personal example 
i >hen asking your colleagues to acquire new skills and competencies, (iv) act as a 
conduit for cutting-edge ideas between the world outside and Ihe people in the 
organisation, (v) ensure that knowledge is spread across the company, instead of being 
ct m entrated Inpockets; (vi) establish open two-way communication channels with your 
p aple, but don't become one of the boys As a result, Ranbaxy became the first Indian 
pharmaceutical company to look for an export market In the 1970s By 1997, Ranbaxy 
had 16 per cent of the Indian pharmaceutical export market share and was ranked 
eleventh m Business Week's listoffifty ‘excellent’ companiesinAsia. ftuias also the first 
Indian company to achieve international acclaim for a world class technical capability 
in chemical processing reengineenng In recognition lo las path breaking style of 
management, he was conferred with ‘Businessman of ihe Year Award.' 
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How has this CEO stayed in business 
and reached the top of the industry, 
while many have come and gone? He 
has learned from the past, adapted 
to an ever changing present, and 
shared his hard won wisdom with 
future generations. In a parallel 
sense, that is what this chapter is all 
about? 

Some people question the value of 
history and theory Their arguments 
are usually based on the assumptions 
that history has no relevance to 
contemporary business and that 
theory is abstract and of no practical 
use. Management principles, used to 
build organisations and guide them 
towards their goals, are grounded in 
reality. For example, this manager has 
worked through his own operating 
experiences of management. His 
principles of management are based 
on his own experiments. The 
philosophy behind his principles is 
that organisations need to become 
more agile and responsive to their 
environment. As a direct result of the 
CEO’s keen understanding of his 
business and his ability to implement 
his operating principles, Ranbaxy has 
become one of the world’s largest 
manufacturers of pharmaceuticals. An 
awareness and understanding of 
important historical development are 
also important to contemporary 
managers, and therefore, this chapter 
will discuss the meaning and nature of 
management principles as well as 
explain the principles formulated by 
management experts like Fayol and 
Taylor. 


Meaning 

A principle refers to a statement which 
reflects the fundamental truth about 
some phenomenon. It means an 
accepted or professed rule of action or 
conduct It establishes cause and effect 
relationship and serves as a guide to 
thought and action. Thus, 
management principles are statements 
of fundamental truth, which provide 
guidelines for managerial decision¬ 
making and action. In other words, the 
principles of management act as guides 
for the practice of management. They 
help in predicting the results of 
managerial action For example, 
principle of decentralisation of 
authority relieves management from 
operative decisions and allows them to 
concentrate more on managerial 
decisions' of the organisation. 
Management principles are derived on 
the basis of observation and analysis 
of events which managers have to face 
in actual practice. For example, take 
the principle of division of labour. It says 
that if work is divided between people 
based on their knowledge and 
experience, it will lead to efficiency. This 
principle was stated when it was 
observed that dividing the work results 
in improved performance. 

Apart from direct observation, 
another method of deriving principles 
is conducting experimental studies. 
Suppose, we wish to conduct an 
experimental study to confirm the 
correctness or validity of the principle 
which states that no subordinates 
should receive orders from more than 
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one boss. We may take two groups of 
employees, one group having only one 
boss and the other having two or three 
bosses. Now, if the performance of the 
two groups is noted and it is found that 
the group with one boss is doing better 
than the other, the principle may be 
taken as a valid one. This is known as 
the prmciple of unity of command. 

i Nature , ' •• \ 

Management is considered to be both a 
science and an art Actually it is a social 
science. The principles of management 
have been developed on the basis of live 
experiences of happenings of the past 
and observations of facts. Nature of 
management principles are explained 
below: 

(i) Evolutionary: The principles of 
management have been developed on 
the basis of organised quantitative facts 
or from the accumulated experiences. 
Thus, these are the expression of the 
breadth and depth of the experiences 
of the leaders of management thought. 
Therefore, they are evolutionary in 
nature. For example, Taylor stressed on 
‘one best way’ as a principle for 
pei forming a task but later on it was 
realised that it kills initiative and 
creativity of employees and focused on 
core competency, i.e., perform where 
you can perform the best and leave the 
rest for others. 

(ii) Limited application: 

Management principles are meant for 
the guidance of human behaviour in 
an organisation and are related to 
psychology, sociology, and 
anthropology, etc. Human behaviour 


is complex and unpredictable. 
MANAGEMENT principles are 
directed towards regulating human 
behaviour so that people give their 
best to the organisation. But 
management principles are also 
subject to many limiting factors since, 
human behaviour is complex. For 
example, teamwork is one of the 
conditions in case of group 
performance but teamwork becomes 
redundant where individual 
contribution is the only alternative to 
perform as in the case of art work. 

(iii) Relativity: Management 
principles are not static or absolute m 
nature. They have to be applied 
keeping in view the prevailing situation. 
For example, chere is a principle of fair 
remuneration. This means, 
remuneration should be based on 
paying capacity of the organisation and 
the"contribution made by an employee 
in the organisation. Since, paying 
capacity of the organisation and 
contribution of the employee may 
change every day, month or year, his 
remuneration may also change. This 
change however is based on the 
prmciple of ‘fair remuneration.’ 

(ivj Flexibility: Principles of 
management can be utilised under 
different conditions m different ways. 
They are not a set of rigid prescriptions 
on how to manage. There are situations 
when any principle of management may 
have to be modified depending upon 
the nature of enterprise, its size, 
competitive situation, etc, For example, 
‘decentralisation of authority’ as a 
principle cannot be measured in terms 
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of percentage like 20 per cent or 60 per 
cent, but it is a matter of degree. This 
principle can be applied in various ways 
depending upon the knowledge and 
expenence of an employee and importance 
of decisions. 

(v) Universality: Principles of 
management can be effective in all cases 
irrespective of the type or size of the 
organisation. The principles are equally 
effective for all types of problems. They 
are as much useful in the working of a 
business enterprise as in a 
governmental organisation. These are 
veiy useful in the administration of the 
army unit, hospitals, or any other group 
action. For example, ‘delegation of 
authority’ irrespective of nature of 
business is considered as key to 
organisational success universally 
because it empowers people to take 
decisions on the spot. Based on this, it 
may be concluded that the principles 
of management are universal and it is 
possible to transfer them from one 
organisation to another and, indeed 
from one country to another. 

ISIGOTPICANCB , ' ’’ / j 

Proper understanding of management 
principles is necessary for managers 
Such an understanding would make 
them take more realistic view of any 
situation. It is necessary for the 
following reasons: 

(i) Achieve results economically: 
Management principles help in setting 
realistic objectives for the business. 
Hence, efforts could be made to get 
results economically since, they are 
their own objectives. The commitment 


level of participants increases 
automatically. For example, the 
principle of ‘maximum output rather 
than restricted one’ is in the interest of 
all employees as well as the employer. 
This is so because more output means 
lower cost per unit and more margin of 
profit and more return to stakeholders. 

(ii) Optimum utilisation of 
resources: Managers are capable of 
making proper use of the available 
resources of the business This is 
possible if activities are planned in 
advance and organised systematically. 
Managers can further improve their 
performance by motivating their 
employees and monitoring the 
performance. For example the principle 
of‘science, not rule of thumb’ suggests 
that every task should be done with 
minimum required efforts and energy 
on the part of the workers and saved 
energy could be put to extra 
performance. By saving time, energy 
and efforts, activities can be made 
economical and enhance the 
productivity of resources. 

(iii) Scientific decisions: 
Managers have to make decisions to 
meet changing conditions. They can 
take stock of various aspects of the 
organisation so that most appropriate 
decisions are taken for the operation 
of the business. This could be achieved 
by following the principle of 
‘decentralisation of authority’. For 
example, one company has its head 
office in Delhi but factory in Karnataka. 
Suddenly, if a fire breaks out in the 
factory, rather than taking the advice 
from the head office, factory people 
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should work on emergency plan 
worked out at the factory itself. This is 
so because local people can better assess 
the situation than the head office people. 

(iv) Change in technology : 
Business has to keep a watch on the 
changing technology being adopted in 
various fields Unless management of 
the enterprise conscientiously attends 
to the challenge of these changes the 
firm may find it difficult to face 
competition. In extreme cases it may go 
out of business. For example, the 
principle of‘division of labour’ may help 
management in identifying where and 
for what activity technology has 
changed. To take a lead in that area of 
activity, organisation must work 
continuously. If there is no division of 
labour then confusion may prevail 
about what to change and how much 
to change 

(v) Effective administration: The 

principles of‘unity of command’, ‘scalar 
chain’ and 'unity of direction’ help 
managers in managing their respective 
organisations effectively. This is so 
because unify of command avoids dual 
subordination and unity of direction 
removes confusion and ambiguity in 
the minds of the employees. The 
principle of ‘scalar chain’ helps the 
organisation in reaching out to people 
at different levels fast. 

(vi) Social responsibility: 
Business has its own responsibility not 
only to the shareholders but also to 
workers, customers, society and the 
government. Management has to 
endeavor to meet all these responsi- 
bilities. The management principle, ‘fair 


to all’, suggests that organisation must 
take care of the interests of all including 
social commitments. 

(viij Research and Development- 
Principles of management stress that all 
practices should be based on sound 
judgements. These judgements must be 
based on proper research. This should 
be a continuous process m the 
business. It is absolutely essential to 
carry on research for finding out 
innovative methods m the field of 
marketing, production, finance, etc. For 
example, Ranbaxy consistently 
displayed courage and competence m 
introducing number of small but useful 
cost reducing techniques, building 
brand equity, and customer ended 
value enhancing innovations in the 
pharmaceutical industry. 

FAYOL’S PRINCIPLES OF 
MANAGEMENT 

Henry Fayol (1841-1925) was born m 
France. He got a degree in mining 
engineering in 1860. The same year he 
began his career as an engineer with a 
coal mining company. In 1888 he rose 
to the position of managing director of 
the same company. At that time the 
company was nearly bankrupt. By the 
time of his retirement after thirty years, 
the company grew into a large coal-steel 
combine with strong financial position 
and a long record of profits and 
dividends 

Fayol made three of the most 
significant contributions to the theory 
of management, which have given him 
the well-deserved title of “The Father of 
Management Thought”. First, he made 
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a clear distinction between technical 
and managerial skills. Second, he 
identified the functions constituting the 
management process. These still serve 
as the standard designations (planning, 
organising, directing and controlling) 
used by most writers Third, he 
developed principles of management 
that provided a basis for developing a 
prescriptive approach to categorising 
management knowledge. 

According to Fayol, principles of 
management are flexible and not 
absolute. These must be utilised in the 
light of changing and special 
conditions. He listed fourteen such 
principles of management, which had 
grown out of his experience. These are: 

(i) Division of work: Work should 
be divided into small tasks. Each 
employee should be trained m the job 
that he has to perform. This process is 
called division of labour. This is based 
on the principle of specialisation so 
universally held by economists 
essential for the efficient utilisation of 
labour. Fayol goes beyond the factory 
labour to apply the principle to all 
kinds of work, managerial as well as 
technical. Division of work helps in 
specialisation and results m increased 
output by making employees more 
efficient. For example, if one person is 
skilled in computer programming and 
that person continues to do that over a 
period of time, this continuity of 
computerised work specialises him in 
that job and consequently improves his 
performance. 

(ii) Authority and responsibility: 

Authority means the right to take decision 


and responsibility means obligation the 
with respect to the tasks that one has to 
perform and for which he is paid. Fayol 
conceives authority as a combination of 
official authonty derived from manager’s 
official position and personal authority 
(intelligence, experience, moral worth, 
past services, etc.). He finds authority and 
responsibility to be related, and parity 
should be maintained between authonty 
and responsibility. For example, if an 
employee is to be asked to perform the 
job of cash clerk then he should be 
allowed to take care of all the issues 
relating to performing the job of a cash 
clerk like accepting money in cash or 
draft or DD, time of getting the money, 
passing of entiy, etc. 

(iii) Discipline: According to 
Fayol, discipline means “respect for 
agreements which are directed at 
achieving obedience, application, 
energy and the outward marks for 
respect.” He insists that discipline 
requires good superiors at all levels, 
clear and fair agreements and judicious 
application of penalties. For example, 
if the company has entered into an 
agreement with employees about their 
wages for five years then the company 
should honour it. Similarly, he insists 
that employees should also honour the 
commitments made by them. 

(iv) Unity of command: It implies 
that an employee should receive orders 
from one superior only. If he is getting 
orders from more than one person at a 
time then the subordinate will remain 
in confusion as far as his priorities are 
concerned. He will have option for 
excuses. To avoid confusion, dual 
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subordination should be ruled out. For 
example, suppose one salesman gets 
instructions from marketing as well as 
production department. At one time he 
may get instruction from the production 
department to go slow m selling the 
product because of power cut. On the 
other hand, marketing department may 
insist on sales as per schedule to reach 
the target. In such situations it 
may be very difficult to carry out the 
orders of two persons when they are 
contradictory. Unify of command helps 
avoiding such contradictory 
instructions 

(v) Unity of direction: According 
to Fayol, unity of direction is the 
principle that each group of activities 
having the same objective must have 
one head and one plan. This principle 
calls for one manager, one plan for all 
operations having the same objective. 
The efforts of all the members of the 
organisation should be directed 
towards common gpals. This principle, 
when applied properly, ensures unity 
of action and facilitates coordination. For 
example, suppose an automobile 
company has three divisions: cars, 
scooters, and three wheelers. Now, each 
division must have its own targets since, 
each product has its own market and 
problems. Each division must plan its 
target as per its environmental 
conditions to achieve better results. 
Thus, the principle of unity of direction 
emphasises the importance of common 
goals being pursued by all m a group 
activity under the direetiorLof one head. 

(vi) Subordination of individual 
interest to general interest: Fayol 


says that it is the function of 
management to reconcile the interests 
of the individuals with those of the 
group in general, if they differ. In any 
group action, the interest of the group 
must supersede that of the individual. 
Thi s can be achieved when managers 
set an example through their exemplary 
behaviour. For example, suppose a 
manager gets an order for the supply 
of a product on his own initiative, and 
-as a result the company is immensely 
benefited. Should the entire benefit go 
to the manager or should it be shared 
by all who are working with him. The 
principle suggests that benefit should 
be shared by all since, one person alone 
cannot meet an order. 

(vii) Remuneration of personnel . 
Remuneration and methods of 
payment should be fair and provide the 
maximum satisfaction to the employees 
and employer. Injustice to any may de¬ 
motivate employees to perform to the 
best of their capacity. For example, 
profits earned by the firm should not 
entirely go to the shareholders and 
managers as commission but it should 
be fairly distributed among all 
concerned including workers on a 
reasonable basis. 

(viii) Centralisation and 
decentralisation: Fayol does not use 
the term “centralisation of authority’, 
but his principle definitely refers to the 
extent to which authority is 
concentrated or dispersed in an 
enterprise. Individual circumstances 
will determine the degree of 
centralisation that will “give the best 
over all yield." Take the example of 
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Videocon that shows how it has 
benefited with decentralisation of 
authority. 

(ix) Scalar chain: According to 
Fayol scalar chain is a line of authority, 
a ‘chain of superiors’ from the highest 
to the lowesL ranks. He holds that it will 
be wrong for a subordinate to make 
departure from lines of authority, 
needlessly. But he permits short- 
circuiting of the chain when its rigid 
following is likely to be detrimental. 
Suppose, as given in Fig. 2.1, E want 
to contact O for some work, he has to 
move through a long route, i.e., D, C, 
B, A, L, M, N, and finally to O without 
breaking the chain of command. This 
will cost lots of time of E. As against this, 
if E and O are allowed to take a short 
cut and establish direct contact with 
each other, they can produce better and 
quicker results. Fayol calls the contact 
between two or more immediately 


concerned officials as “gang plank”. By 
jumping the prescribed lines of 
authority, these officials can deal with 
one another at one sitting and sort out 
several problems quickly. 


A 



Fig. 2.1: Fayol’s Scalar Chain 


Decentralisation at Videocon 

At the Videocon group, we are looking closely at cutting administrative costs. We 
have set a target of no more than 2 per cent of our total sales for administrative 
costs. Identifying the ideal level of such costs as a proportion of sales is necessary 
since it allows us to understand the difference between the administrative costs 
that add no value and those that help add to our business In order to cut these 
expenses, the company has decided to decentralise to our busmess group heads. 
This not only saves time, it also allows a closer look at the components of 
administrative costs. Moreover, It puts the onus of cost management on individuals. 
We do not believe in cutting down on any of the facilities that employees have been 
enjoying as that amounts to downgrading them. Hence, employees who were earlier 
flying business class continue to do so. However, the number of trips has been 
reduced to the bare minimum And the way we arc managing costs is by increasing 
productivity In areas like electricity consumption, telephone usage, and stationary 
usage, we have tied to be cautious in order to avoid wasteful expenditure. There is 
no other way to manage costs in a business like ours. 



42 

BUSINESS STUDIES 


(x) Order: Fayol breaks this 
principle into “material order” and 
‘social order’ Order, according to him 
is nothing but “a place for everything 
(everyone) and everything (everyone) in 
its (his) place.” Thus, it is essentially a 
principle of organisation in the 
arrangement of things and persons. 
Right man for the right thing or job or 
right materials for the right person 
would ensure effective utilisation of 
resources and manpower employed in 
the undertaking. “Right place for 
everything and for everyone” should be, 
therefore, the guiding principle for 
every management. 

(xi) Equity: Fayol aims at securing 
the loyalty and devotion of the 
personnel by a combination of 
kindliness and justice in manager’s 
dealings with subordmates. Employees 
can be made to put in their best only 
when they are given kind, fair, and just 
treatment. Equity does not mean a total 
absence of force. At times, these might 
become necessary for the sake of equity 
itself. But, as he sees it, only a manager 
endowed with good nature, fair 
judgement and enough experience can 
apply equity. For example, there should 
not be any discrimination (based on 
position, gender, age, etc.) in allowing 
medical leave to the employees. 


(xii) Stability of tenure of 
personnel: Fayol shows that 
instability of tenure of personnel is both 
the cause and effect of bad management 
and points out the dangers and costs 
of unnecessary turnover. Frequent 
changes of personnel may not be good 
for the organisation. Any such change 
should be made only when it seems 
unavoidable as, for example, in the case 
of illness, retirement or death of an 
employee. 

(xiii) Initiative: Fayol conceives 
initiative as the thinking out and, 
execution of a plan. It is one of the 
keenest satisfaction for an intelligent 
man to experience m order to permit 
subordmates to exercise it. But 
initiative should not be confused with 
going against the established practice, 
or doing something against respect for 
authority or discipline. For example, 
every employee has a right to give 
suggestions about any matter of the 
organisation but once a decision is 
taken on any issue then there is no 
scope for disobedience. 

(xiv) Espirit de corps : Here, 
Fayol emphasises the need for 
teamwork and the importance of 
communication in obtaining it. 
Experiences have shown that, team 
contributes more than individuals. 


Team Building at Maruti Ltd 

The major thrust in MaruLl’s innovations has been to inculcate team spirit among 
the employees. The rallonale for I his is ihc belief ihai die whole is grcaLer Ilian the 
sum of its individual ports Team spirit is uiculcarecl through encouragement of 
gioup acLivitie.'} and group working One oi the most important team-building 
exercises in Maruti is the Quality Circle These are meetings where workers suggcsL 
ways to speed up things and cut defects The company claims to have implemented 
over 21,000 small ideas in 1995, resuldrig in saving of aboui Rs 34 crorc. 

Source. Indian Management 
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Managers must take steps to develop a 
sense of belonging among the members 
of a work group. Team spirit helps in 
developing an atmosphere of mutual 
trust and understanding. It also 
minimise the need to use penalties for 
defaulting persons. 

SCIENTIFIC MANAGEMENT 

Frederic W. Taylor (1856-1915) was a 
mechanical engineer employed in the 
Midvale Steel Company in Philadelphia 
from 1878 to 1898. Later he moved to 
Bethlehem Steel Company in Lehigh, 
Pennsylvania, as a consultant. He was 
a keen analyst and was critical of 
management for poor performance of 
their organisations. He also criticised 
workers for “soldiering” on the job, or 
producing at less than capacity. Using 
his engineering background, Taylor set 
out to scientifically determine just how 
physical tasks should be 
accomplished. This involved 
establishing the proper sequence of 
tasks, the motions to be performed, the 
time required to complete the 
operations, the equipment to be used, 
and the selection of the man with the 
right physical skills. However, this 
process involves analysis and 
measurement, which was his forte. He 
brought shop management out of the 
arena of hunch or rule-of-thumb and 
placed it under the microscopic 
analysis of a trained observer. 

Taylor was a pioneer in professing 
scientific principles of management. He 
was primarily concerned with efficiency 
of workers and optimum utilisation of 
machines and other resources in order 


to build up a sound enterprise, 
consistent with the interests of 
entrepreneurs, the labourers, and the 
consumers at large. Taylor, who 
worked in different capacities m steel 
industry, saw the urgent necessity of 
elimination of wastes rampant in 
industrial organisations. The only way 
to attack wastes and achieve efficiency, 
he felt to apply methods of science to 
the field of management. 

He found by his observation and 
experiments in factories where he 
worked that methods of production 
lacked planning, tools and equipment 
were meagre and odd, and working 
methods were haphazard Taylor 
published books and research papers 
explaining his radical views on 
industrial organisation and 
management. “Shop Management”, 
“Piece rate System”, “Principles of 
Scientific Management” were his major 
contributions to management thought. 
Taylor came to be recognised as the 
“Father of Scientific Management" and 
was hailed as the “creator of new 
science”. Taylor’s primary emphasis 
was on adoption of scientific methods 
to the problems of management. 

Meaning 

Taylor advocated a detailed scientific 
study of each job to determine the best 
way of doing it. He believed that 
management is a science resting on well 
recognised and clearly defined 
principles. He insisted that managers 
adopt scientific and systematic 
approach management problems in 
place of rule of thumb or trial and error 
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methods. Scientific management 
implies the application of science to 
management. It means conducting 
business activities according to 
standardised tools, methods and 


trained personnel in order to increase 
the output, improve its quality, and 
reduce the costs and wastes. A few 
definitions of the concept of Scientific 
Management are given below. 


Definitions of Scientific Management 

l 

“Scientific management means knowing exactly what you want men to do and 
seeing that they do it in the best and the cheapest way.” 

— Taylor 

“It is the art and science of preparing, organising and directing human effort applied 
to control the forces and utilise the materials ol nature for the benefit of man ” 

— Association of Mechanical Engineers, USA 

“Scientific management characterises that form of organisation and procedure in 
purposeful collective effort which u ,r ls on pm '-Ipl- - <> r l,ms derived by the process 
of scientific investigation and im.ihsi-. riMc.u ol o.idnon or policies determined 
empirically and casually by the process of trial and error 

— Harlow Pearson 

“It is a body of rules together with their appropriate expression in physical and 
administrative mechanisms and specialised executives to be operated in 
coordination as a system foi the achievement of a new strictness in the control and 
processes of production" 

— Jones 

“It is an attitude that aims to replace ‘I think’ with T know’. It points out the 
method of intelligently directing the construction and arrangement of factory 
buildings, the character of methods and processes, the organisation of departments, 
the elimination “of wastes and increase of efficiency m all phases of, industrial 
administration where data and experience are applicable," 

— Kimball & Kimball 

“Scientific management when conceived as a body of knowledge is based, upon 
the careful formulation of basic laws or proceduies in such phases of human 
endeavor, processes and material. Scientific management viewed as a process or a 
method is concerned primarily with the discovery of casual relationships between 
the efforts expended for a given objective and the results of these efforts with special 
emphasis upon the discovery ot the best method in the light of the available 
manpower, materials and technology," 

— Spriegel 

“It is the operational study of work, the analysis of work into its simplest element 
and the systematic improvement of the workers performance of each element.” 

—Peter F. Drucker 
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Principles 

Taylor formulated principles for 
managing an organisation scientifically, 
The fundamental principles that Taylor 
saw underlying scientific management 
are explained below. 

(i) Science, not rule of thumb: 
Taylor has emphasised that each job 
performed in the organisation should 
be based on scientific inquiry and not 
on intuition, experience, and hit and 
miss methods. Rule of thumb does not 
involve thinking before doing. 
Scientific method requires cause and 
effect as well as the exact measures of 
effort and output to be kept in view for 
any work to be performed. Thus, a 
day’s fair work, standards of work and 
output, etc. can be precisely measured 
and managed which form the core of 


Scientific Management. Delta Faucet is 
the classical example of following 
scientific management techniques 
to improve its organisational 
performance. 

fii) Harmony, not discord: 

According to Taylor, in group action, 
those who work together should carry 
out their tasks in harmony, that is, 
with mutual give and take and proper 
understanding. Only then can it be 
possible for the group to contribute 
more than the sum of individual 
contributions. Taylor advocated a 
complete mental revolution on the part 
of both managers and workers. 
Managers should adopt an enlightened 
attitude and share the gains of 
productivity with workers. Workers on 
their part should work with discipline 
and loyalty. 


Delta Faucet Company Competes Globally 

When they saw it was necessary for their company to compete efficiently in the 
global manufacturing environment, managers at Delta Faucet Company focused 
on automation to find the most efficient ways to perform jobs in Delta's 
manufacturing plant Their effort illustrates the scientific approach to management, 
which emphasises finding the ‘one best way to do a job — in this case, through 
rhe use of machines 

Experts analysed the assembling and packaging of one of Delta’s products, a 
faucet aerator. An aerator is the part attached to the end of a faucet that increases 
water pressure by introducing air into the water stream. Delta’s aerator consists 
of six plastic parts that fit together for easy assembly. With the help of the 
Kingsbury Machine Tool Company, Della developed a special machine that 
assembles and packages about 50 aerators per minute. Once assembled and 
packaged, the aerators are placed on a conveyor belt (or distribution to another 
part of the plant, wheie they are made ready for shipment This application of 
scientific management techniques has enabled Della to assemble, package, and 
distribute its aerators more efficiently. 

One benefit of Delta’s search for the most efficient and effective way to perform 
each of its jobs is that the company can now compete more effectively in the 
International marketplace In laot, finding the 'one best way" to do a |ob is ihc 
key to Delta's successful expansion into international woild. 

Source- Business World 
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(Hi) Cooperation, not 
individualism: Scientific management 
requires that work should be carried 
out by individuals in cooperation with 
each other based on mutual confidence 
and sense of goodwill. Managers and 
workers can develop understanding 
and thus, secure mutual cooperation 
Taylor has suggested that while setting 
standards, employees who are 
supposed to perform be involved in that 
process. This will enhance their 
involvement and commitment to such 
standards. 

(iv) Maximum, not restricted 
output. Continuous increase in 
production and productivity is another 
basic principle of scientific 
management. It suggests that on no 
ground is production to be curtailed or 
productivity allowed to decrease 
Conflict between management and 
labour arises main’y on division of 
surplus. Taylor suggested that the best 
way to resolve the problem is to increase 
the size of the surplus so that each side 
can have a larger share. In other words, 
Taylor believed that management and 
labour had a common interest in 
increasing productivity. 

(v) Separation of planning 
and operational work: Through 
functional foremanship, Taylor tried 
to establish that planning functions 
should be separated from operating 
one. To achieve this objective, he 
suggested that foremen in the 
planning department include route 
clerk, instruction card clerk, time and 
cost clerk, and shop disciplinarian 
and those m the operations 


department include gang boss, speed 
boss, repair boss and inspector He 
stressed that managers should 
concentrate on planning the job of 
workers and should not involve 
themselves in the performance of a 
job. This principle requires that all 
workers should be developed to the 
fullest extent in their own interest as 
also for the company’s prosperity. For 
this purpose there has to be scientific 
selection of workers. There should be 
provision for workers’ training to keep 
them fit for adopting new methods 
which may be different from 
traditional methods of work. 

Techniques 

Taylor conducted various experiments 
at his work place to explore new 
techniques to improve the performance 
of the firms These experiments led to 
the development of following techniques 
to make the management process more 
scientific in approach. 

Functional Foremanship 

Taylor conceived the idea of functional 
organisation for controlling the 
manufacturing activities as per plans, 
designs and schedules. Taylor felt that 
workers and factory executives should 
be free from the burden of planning and 
designing. The basic aim of functional 
foremanship is to separate planning 
functions from executive functions. To 
a large extent planning is to be 
entrusted to experts organised as a 
distinct department of production 
planning. Functional foremanship is 
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the extension of the principle of related, process or function of 
specialisation or division of labour to production. Foremen should have 
the sphere of management, intelligence, education, tact, grit, 
Functional foremanship, as he puts, judgement, special knowledge, 
is a system comprising the eight manual dexterity, energy, honesty and 
specialists noted below required to good health. All these qualities cannot 
guide, direct and control the flow of be always found in a single foreman, 
work Fig. 2.2. Workers have to take Hence, Taylor thought of a system 
orders from all these foremen in the where there would be eight 



Fig. 2.2 : Fuctional Foremanship 
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specialists. Each of them would be 
responsible for one of the functions 
requiring certain qualities. Those 
with technical mastery, intelligence 
and grit may be given planning work 
and others possessing energy, good 
health etc. may be assigned duties 
to execute the plan. The route clerk, 
instruction card man, time and cost 
clerks are concerned with advance 
planning of operations. The gang 
boss, speed boss, inspector and 
repair boss have to guide the 
workers to execute the duties 
allotted to them. The duties of each 
foreman are explained here. 


and processes. Mass production of 
goods to suit tire market is virtually 
impossible without planned 
standardisation. Standardisation 
means the establishment of norms, 
sizes, types, qualities, weights, 
measures, etc. It is a process of fixing 
well thought out and tested criteria for 
laying down efficient methods of 
production and suitable tools and 
apparatus Lo handle with ease and 
convenience. It is also determining the 
task to be performed and specifying the 
basis of comparison and classification 
of the products as per their degree of 
quality and utiliLy. The objectives of 


Functional Positions in Taylor’s Functional Organisation Technique 

1. Route clerk is to chart out the sequence of mechanical and manual operations. 

2. Instruction card clerk is expected to draft the instructions be followed by workeis 
m handling the jobs given Lo them. 

3. Time and cost clerk fixes up the dates of starting and completing the work as per 
schedule and routes determined in advance. Cost sheets are also prepared for 
each operabon detailing out Its cost of materials, labour and expenses. 

4. Gang boss keeps machines, materials, tools, etc, ready for operation by the 
concerned workers. 

5. Speed boss ensures timely and accurate completion of the job in hand. 

6. Inspector checks up tire quality of the work turned out by the workers. 

7. Repair boss ensures that machines and tools are kept in proper working position 
Work-worthiness of the plant is his concern. 

8. Disciplinarian is responsible for orderly systematic performance of the job. 


Standardisation of Work 

Scientific management presupposes the 
setting up of standards relating to every 
phase of business operation. 
Standardisation of work means 
maximisation of output through the 
use of standard equipment, methods 


standardisation are; (i) to reduce a given 
line of product to fixed types, sizes and 
characteristics; (ii) to establish 
interchangeability of manufactured 
parts and products; (iii) to establish 
standards of excellence and quality in 
matenals; and (iv) to establish standards 
of performance of men and machines. 
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Simplification of Work 

Simplification refers to the elimination 
of superfluous varieties, sizes and 
dimensions, while standardisation 
implies devising of new varieties m place 
of existing one. Simplification aims at 
eliminating unnecessary diversity of 
products. Simplification movement in 
the USA resulted in reduction of 
substantial number of superfluous 
varieties of paper work proving to be 

The Power of Standardisation 

Henry Ford is credited with pioneering mass production Lhrough the power of 
standardisation. Till the beginning of this century, cars were hand-built by skilled 
craftspeople. In 1894, the world's leading Car Company was Panhard et Lavassor 
(P&L), who were building several hundred cars a year through the classic craft 
production system. Cars were tailor-made to individual specifications P&L obtained 
customer specifications, ordered the necessary parts, and assembled the final 
product All parts were produced by different, independent machine shops. Each 
machine shop had its own gauging system. Consequently, no two cars were Identical 
even If they were built to the same blueprint. Needless to add, cars were very expensive 
and could only be afforded by the rich. 

When Ford began building his car in 1903, one fitter built the whole car, often. 
Ford introduced two technical Innovations One was the insistence on the same 
gauging system for every part through the entire manufacturing process Second, 
Ford developed innovative designs that reduced the number of parts needed and 
made these parts easy to attach. In 1908, a Ford assembler worked 514 minutes, or 
8 56 hours, before repeatmg the same operation. This was called the task cycle. 
Each worker assembled a large part of a car before moving on to the next. The 
assemblers/fitters got the necessary parts such as wheels, springs, motor and 
generator and then bolted them in place In 1908, Ford decided that each assembler 
would perform only a single task and move from vehicle to vehicle around the 
assembly hall. This specialisation achieved astounding results. 

1913 had the task cycle for the average Ford assembler reduced from 514 to 2.3 
minutes. When Ford introduced the moving assembly line in late 1913, the task 
cycle fell from 2 3 to 1 9 minutes Ford's manufacturing system, now called the 
mass production system was widely adopted around the world. Ford went on to 
extol the virtues of division of labour in his autobiography. He noted that of the 
7,882 specialised jobs, 949 required ‘strong, able-bodied, and practically, physically 
perfect men’, 3,338 needed men of merely 'ordinary' physical strength. Women or 
older children could perform most of the rest and added, ‘we found that 670 could 
be filled by legless men, 2,637 by one-legged men, two by armless men, 715 by one 
armed men and 10 by blind men'. 


an economic drag. For example 
varieties of paper were reduced from 
2,000 to 200; types of grinding wheels 
reduced from 71,52,000 to 2,54,400; 
convectors from 10,00,000 to 10,002; 
cans for fruits and vegetables from 200 
to 32 etc. Simplification leads to 
economy in the use of machines and 
tools needed; it reduces labour costs 
through increased specialisation of 
task. It also brings about reduction in 
the required raw materials and 
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inventories of intermediate and finished 
goods. It implies fuller utilisation of 
equipment through uninterrupted 
runs and fewer machine setups. It 
helps in improving the quality, 
increasing the turnover at reduced costs 
and prices. 

Fatigue Study 

Fatigue study seeks to determine the 
amount and frequency of rest intervals 
in completing a task. A person is bound 
to feel tired if he works without rest 
interval for a long period of time In 
such a case, he will not be able to work 
with full capacity. If he is allowed rest 
intervals, he will be able to regain 
stamina and start working with same 
capacity. Suppose an employee is 
working m a plant where three shifts 
are in operation. If he continues to work 
m the second and third shift, he may 
feel totally exhausted and will not 
continue to work any longer. Even 
within one shift, an employee needs 
short term breaks to refresh him. Taylor 
suggested that frequent rest pauses be 
provided to the workers for their efficient 
functioning. 

Method Study 

Method study is concerned with the 
methods of performing ajob. There can 
be a number of methods to perform the 
same job with different cost 
requirements. Taylor suggested that 
management should find out ‘one best 
way’ to perform the task. For example, 
to manufacture shoes, the methods 
could be manual or mechanical but the 
cost of labour and capital to 


manufacture shoes may vary. The 
management has to decide about the 
method to be used (manual or 
mechanical) to manufacture shoes before 
it is put into action. The object of method 
study is to keep the production costs to 
the minimum by a proper mixture of 
organisational resources such as land, 
labour, capital, etc., for better results. 
Method study should be undertaken 
right at the stage of planning of the job. 

Time Study 

Time study technique is the 
determination of standard time taken to 
perform a well-defined job in the 
organisation The time taken in doing 
any task is directly observed by using 
time measuring devices for each 
element of task. The method of time 
study will depend on the volume and 
frequency of the task, the cycle time of 
the operation and time measurement 
costs. The objective of the time study 
is to determine the number of workers 
to be employed; frame suitable 
incentive schemes, and determine 
labour costs. For example, in a school, 
suppose ten painters are engaged to 
paint chairs and tables. All are asked 
to paint the chairs. If they differ in terms 
of time, other conditions being equal, 
the school principal can decide the 
minimum time required to paint a 
chair This will save cost, time and 
efforts in painting a chair of the 
organisation. 

Motion Study 

Motion study explains the movements 
of operators (employees) and 
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machines to perform, a job so as to 
identify and eliminate their 
unnecessary movements. On close 
examination of body motions, for 
example, it is possible to find out (i) 
which motions are productive; (ii) 
which are incidental (e.g., going to the 
stores), and (iii) which are 
unproductive. Taylor uses stop 
watches and various symbols and 
colour to identify different motions. 
Through motion studies, Taylor was 
able to design suitable equipment and 
tools and educate workers on their 
use. The results achieved by him were 
truly remarkable. 


for efficient workers (a worker who 
performs upto or above the standard 
set for him) and lower wages for those 
who are performing below the 
standards. For example, in one 
department, standard is set to produce 
100 units per week and the wage rate 
Rs 5 per unit for those who are 
performing upto and above standard 
and Rs 4 for those who are producing 
below standard. Suppose X produces 
99 units, his wages would be Rs 396; 
IfY produces 101 units thus, his wages 
would be Rs 505. The gap of two units 
will amount to a loss of more than 
Rs 100 According to Taylor, this loss 


New Practice — The Maruti Production System 


The Maruti Production System (MPS) was introduced in 2000-01 It is on the lines 
of the Suzuki Production System. Under this system, our people choose specific 
work areas one by one. They then closely scrutinise the operations m that area to 
identify ways in which man and material movement can be reduced. This way, we 
have discovered chunks of wasteful effort, either in the form of unnecessary man 
movement or material transportation. The MPS has been implemented in 
collaboration with workers. Often, the best suggestions to reduce slack have come 
from workers themselves. 

The MPS has enabled us to reduce workforce requirement on the shop floor by 
618 people, or over 15 per cent, over the past two years. More important, it has been 
achieved without any increase in workload for the existing people. Overall production 
levels, of course, have been maintained. Similarly, we have gone m for new systems 
to reduce inventory across the supply chain 


Source. Indian Management 


Differential Wage System 

Taylor also suggested a differential 
wage system for employees. Differential 
wage system is to award wages to 
employees on the basis of their 
performance. He suggested two types 
of wages for similar work. Higher wages 


will be the strongest motivator for a 
worker to reach standard performance. 

Mental Revolution 

Taylor also insisted on the change in 
the mental attitudes of workers and the 
management towards each other, 

^iehfRic~yapproaxA---meonc;.ir.adical 
TsbTtohsI Inshmtf of Rdurntirm 
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change in the approach Lo the problems 
of job performance and managerial 
control Workers all the while feel that 
management exploits them, extracts 
undue work and pays proportionately 
meagre wages. Whereas, the manage¬ 
ment has the misgiving that workers 
always grumble about the load of the 
work, purposely follow go slow policy, 
damage the equipment, carelessly 
handle the machines and tools and 
show indifference towards the quality 
of the goods. Management and labour 
suspect each o ther and usually seek to 
trick each other. Such feeling of 
suspicion or prejudice has Lo be rooted 
out to adopt systematic thinking on 
effective management, based on 
motivation consistent with efficiency 
and discipline. Such change in their 
attitude can be brought about through 
training and development programmes 
organised m the firm from time to time. 
Taylor insisted that managers and 
operatives both be trained in required 
skills and knowledge. 

TAYLOR vs PAYOL 

The contribution of Taylor and Fayol 
are complementary to each other. The 
comparative evaluation of their 
contributions is discussed below: 

(i) Concern: Taylor’s main 
concerns were tasks, workers and 
supervisors; whereas Fayol’s work was 
concerned more with efficiency of 
administration or managers. 

(iij Emphasis: Taylor laid greater 
emphasis on standardisation of work 
and tools. The principles enunciated 


by him were more applicable at shop 
level But Fayol laid emphasis on the 
principles of general management and 
the functions of managers. 

(Hi) Expression: Taylor used the 
expression scientific management and 
Fayol expressed his ideas as a general 
theory of administration. 

(iv) Focus: Taylor tried to improve 
the productivity of the workers and 
eliminate all kinds of waste. But Fayol 
tned to develop principles, to ensure 
better management. 

(v) Starting point: Taylor wanted 
to improve the efficiency of employees 
of the lowest level and then he moved 
upward while formulating principles of 
scientific management. Fayol, on the 
other hand began from top level and 
proceeded downward with emphasis on 
unity of direction, unity of command 
and coordination. 

Fayol emphasised the need for 
teaching the concepts and principles of 
management to potential managers. The 
works of Taylor and Fayol were ofcourse, 
essentially complementary since, no 
organisation can function effectively 
without mutual help and cooperation of 
managers and employees. They both 
realised the problems of workers and 
management at all levels. Both schools 
of thought required training and 
development of personnel in 
management principles and techniques 
essential. Both applied scientific method 
to solve organisational problems. Taylor 
worked primarily at the operative level, 
from the bottom of the industrial 
hierarchy upwards, while Fayol 
concentrated on the managing director 
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and worked downwards. Tins was merely A comparative statement of Fayol and 
a reflection of their very different careers Taylor’s work is given below. 


Points of Difference 


Taylor 


Fayol 


1 Perspective 

2. Personality 

3 Results 

4 Focus 

5. Major contribution 


Operative and shop floor 
level, 

Scientist, 

Scientific observation 
and measurement, 
Increasing productivity 
through work simplifi¬ 
cation, time and motion 
studies etc; 

Provided a basis for 
accomplishments on the 
production line 


Top management; 

Practitioner; 

Personal expenences translated 
into universal truths; 
Improving overall adminis¬ 
tration by observing certain 
principles; 

Produced a systematic theory 
of management 


SUMMARY 


Meaning 

Principles of management are general propositions sufficiently applicable to the 
series of phenomena under consideration to provide a guide to think 

Nature 

The nature of management principles is evolutionary, limit ed application, relativity, 
flexibility, dynamism, and universality. 

Significance 

Proper understanding of management principles is necessary to get economic results, 
obtain rational utilisation of resources, make more scientific decisions, meet more 
effectively the changes in technology, ensure the constant supply of goods and 
services, meet all the social responsibility and to carry on researches. 

Scientific Management 

Taylor's principles of scientific management are: Science, not rule of thumb; 
Harmony, not discord; Cooperation, not individualism; Maximum, not restricted 
output; Separation of planning and operational work. Scientific methods as per 
Taylor are: Functional foremanship; Standardisation of work, Simplification of 
work, Fatigue study; Method study; Time study, MoLion study; Differential wage 
system and Mental revolution. 

Fayol’s Principles of Management 

According to Fayol all activities of industrial undertaking could be divided into- 
Technical; Commercial; Financial; Security; Accounting; and Managerial The 
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managerial activities according to him were Planning; Organising; Commanding, 
Coordinating, and Controlling He also suggested the qualities for managers; 
Physical, Moral; Education, Knowledge; and Experience. Fayol listed fourteen 
principles of management, Division of work; Authority and responsibility; Discipline, 
Unity of common; Unity of direction, Subordination of individual interest to general 
interest; Remuneration of personnel, Centralisation and decentralisation. Scalar 
chain; Order; Equity, Stability of tenure of personnel; Initiative, and Espint de 
corps 

Short Answer Type Questions 

1. What does scientific management mean 9 
2 Bring out the need of management principles. 

3, Write a note on ‘'functional foremanship." 

4 Explain the principles of scientific management. 

5 What are the aims of time and motion studies? 

Long Answer Type Questions 

1. Explain the meaning and nature of management principles 
2 Explain the method study and motion study as given by Taylor and differentiate 
between them 

3. How do the techniques of scientific management improve productivity of workers? 

4 Distinguish between Taylor and Fayol’s principles of management. 

5 How do the principles of scalar chain and unity of command help m solving 
problems faster. 
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CHAPTER 


Business Environment 


LEARNING OBJECTIVES 

After studying this chapter you will be able to: 

• state the meaning and importance of business environment; 

• describe the different dimensions of business environment; 

• analyse the impact of government policy changes on business and industry, 

• examine the management response to changes in business environment 


Baja} had inherited a young company in a protected market and overseen its growth 
over a period of forty years into a large and profitable company. In the mid -1980s, 
however, the environment changed as the government liberalised the two-wheeler 
Industry, permitting global giants to set up shops in India. BajaJ Auto's market share 
initially rose steadily, despite competition, to 49.3 per cent in J 994 but gradually declined 
thereafter to about 40 per cent by 1998. In response to this erosion of market share, the 
company was changing its focus on a standardised product to a wide range of models 
and variants designed to appeol to a broad cross-section of the market It had recognised 
its problems on product, both in terms of features and in terms of the quality expectations 
of an increasingly demanding customer. Both of these problems were addressed. As a 
result, company's fortune changed in the following years. In the following years, with 
its large turnover (Rs 39 bn in FY 99), wide product sweep and high profitability, cash 
rich Bajaj Auto dominated the Indian market for two and three-wheeler vehicles. In 
1998, Bajaj Auto was ranked India’s fifth most valuable company. Internationally, it 
was the world’s largest scooter producer and thefourth largest two-wheeler manufacturer, 
behind Japan's Honda, Yamaha and Suzuki 
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Why did Bajaj Auto’s performance 
continue to rise till 1994? What impact 
did liberalisation on the company’s 
performance? What steps company 
initiated to overcome that decline? Has 
the company been successful in its 
endeavor? The story of Bajaj Auto is a 
story of response to change. It suggests 
that to remain in business and be 
successful, constant understanding of 
business environment is a rule rather 
than an exception. The need of the hour 
is to study the impact of such changes 
and respond in a desired manner to 
achieve organisational goals. This 
chapter explains the concept, 
dimensions, impact and corporate 
responses to changes in business 
environment. 

Meaning 

Environment of business means forces 
(economic, social, political, technological, 
etc.) and institutions (suppliers, 
customers, competitors, etc.) outside the 
firm with which its members must deal 
to achieve the organisation’s purpose. 
For example, in line with its concern for 
the technological environment, the 
Industrial Credit and Investment 
Corporation of India (now, ICICI Bank) 
has set up the Technology Development 
Corporation (TDC) to finance ventures 
that have a high risk but possess growth 
resulting ideas coming from research 
associations. Similarly, due to 
modification of MRTP Act, many 
companies increased their capital base 
m the existing companies. Implicit in 


this definition are two important 
concerns. First, one must be aware of 
the forces and institutions that exist m 
the milieu in which the organisation is 
located, and second, the organisation 
must be managed in relation to these 
forces and institutions so that it can 
achieve its objectives. 

The environment provides both 
constraints and opportunities. 
Constraints such as economic 
conditions, customs, government 
regulations, availability of natural 
resources, labour supply, and so forth 
are obvious For example, despite 
many initiatives, foreign direct 
investment in India is not picking up 
(like China) in the country due to 
political and bureaucratic reasons. On 
the other hand, the environment offers 
the firm numerous opportunities m 
unmet or changing needs of customers 
and markets. For example, the growing 
demand for air conditioners has 
attracted many new comers, domestic 
(GE-Godrej and Kirloskar) as well as 
multinationals (LG Electronics, 
Whirlpool and Electrolux) into the 
industry. Even though environmental 
forces can act as a sea that influence 
an organisation in many different 
directions, it also can create 
opportunities for expansion and growth 
through the opening of new markets, 
technological advances, and the 
constant evolution of vital conditions 
such as demographics. 

This should not imply that a firm 
could not take any initiative even before 
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something happens in the environment. 
Although no single firm can likely 
change prime interest rates or get the 
government to modify its regulations, 
it can, especially when it cooperates 
with other organisations, influence 
organisational conditions. However, it 
can rarely influence societal forces that 
reach far beyond its scope. Accordingly, 
it is essential to forecast environmental 
conditions prior to establishing goals 
or strategic plans. If a business 
manufactures baby cereal and the birth 
rate is declining, this demographic 
condition must be considered essential 
to formulation of planning. Too many 
organisations get stuck manufacturing 
the black and white TV when it was 
obvious that the CTV is taking over the 
consumer’s imagination. 

Business environment can be 
classified into two major categories: the 
economic environment and the non¬ 
economic environment. The economic 
environment consists of factors like the 
fiscal policy, the monetary policy, the 
industrial policy, nature of the 
economic system, the pace of the 
economic development, etc. The non¬ 
economic environment refers to social, 
cultural, political, legal, technological 
factors etc. These factors are discussed 
in detail in the following paragraphs. 

Importance 

Understanding the environmental 
context of a business is of immense 
significance. Successful business 
persons would be those who may be 


ready to adapt to its environment. 
Companies that fail to adapt to their 
environment are unlikely to survive in 
the long run, and tend, like dinosaurs, 
to disappear. An example of this type 
of failure is provided by the near demise 
of the UK motor cycle industry, which 
failed because it did not react to a major 
environmental change — namely the 
emergence of its Japanese counter part. 
Japanese producers planned and 
managed their motorcycle industry on 
an international basis, i.e., they build 
factories that were designed to serve the 
world market rather than just their 
domestic market, thus having the 
advantage of economies of scale. Such 
a development was a major competitive 
innovation to which the UK companies, 
with their much less automated 
production and smaller sales targets, 
were unable to respond effectively. 
Thus, the knowledge of change in the 
environment can be of big help in the 
formulation of planning and its 
implementation. Environment 
scanning means a process by which 
organisations monitor their relevant 
environment to identify opportunities 
and threats affecting their business. By 
monitoring the environment through 
environmental scanning, an 
organisation can consider the impact 
of the different events, trends, issues, 
and expectations on its strategic 
management process. Take the example 
of the gas-leakage accident at the Union 
Carbide factory at Bhopal in Decembei 
1984. That accident and resulting 
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holocaust was an ‘event’. The ‘trend’ 
that arose is a general tendency on the 
part of the regulatory authorities and 
organisations to be conscious about 
safety from hazardous exposure to 
chemicals. The ‘issue’ is ansing concern 
about environmental pollution. The 
‘expectation’ of the general public from 
the government is to legislate 
changes in rules and regulations 
pertaining to safety measures and 
stricter enforcement through various 
mechanisms. Some of the direct benefits 
of environment understanding are 
given below: 

(i) First mover advantage: 

Environmental awareness can help the 
firm to capitalise on early opportunities, 
rather than loose these to competitors. 
For example, Asian Paints (AP) has 
some weaknesses on the technology 
front in industrial paints, which are 
particularly technology-intensive. Most 
paint firms have technology tie-ups 
with manufacturers abroad. Goodlass 
Nerolac leads in this factor with its tie- 
up with Kansai Paints, which has 
provided to the company Cathodic 
Electro Deposition (CED) technology. 
The tie-up has helped Goodlass tap 
business from Maruti Udyog. Since, 
Kansai is the supplier to Suzuki, Japan, 
Goodlass with its Kansai connection 
finds it easy to tap Maruti in India. 
Goodlass meets almost 90 per cent of 
Maruti’s paint needs. AP could not 
make any significant advance either 
with Maruti or the auto segment in 
general. 


(ii) Warning signal: Environ¬ 
mental awareness provides a base of 
objective qualitative information, which 
can be used if, recognised well in 
advance. For example, in a strategic 
move towards countering the new 
entrants (threat) in the mid-segment, 
the Maruti Udyog Ltd increased the 
production of its Esteem three-fold from 
65-180 vehicles per day. The 
consequent ability to make faster 
delivery enabled Maruti to grab a 
substantial slice of this segment. There 
had been some delay in the actual 
advent of the various new cars m this 
segment and the buyers had been 
somewhat disappointed on account of 
the delay. Even those who had started 
delivery like Daewoo (Cielo) and PAL 
(Peugeot 309) could not avoid a long 
waiting period. Others had not started 
the delivery at all. Maruti cashed in on 
this situation. During 1995-96 Maruti 
increased the sales of Esteem and 1000 
put together to 42,000 from 25,400 
units in the previous year. Even after 
the global manufacturers established 
themselves in the segment, Maruti 
continued to be the leader m the 
segment with a 46 per cent market 
share in 1997-98. Other players were 
far behind Maruti. 

(Hi) Sensitise the management: 
Environmental understanding sensitises 
the management to the changing needs 
and wishes of its customers. For 
example, Hoechst India Ltd. divested its 
manufacturing facility at Kandla in 
favour of IPCA Laboratories Ltd for some 
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unique reason. The Hoechst unit was 
exporting to the erstwhile USSR; the loss 
of that market due to turmoil provided 
the reason for divestment. Hoechst 
wanted to get out of the problems 
brought about by the new situation. 

(iv) Basis of strategy: Environ¬ 
mental understanding provides a base 
of objective qualitative information 
about the business environment that 
strategists can utilise. For example, the 
environment of tourism industry m 
India is bright and full of growth 
opportunities Travel and tourism is 
already one of the largest industries of 
the world. In India, too, this is a high 
growth industry. This sector generated 
nearly US$ 3 billion in foreign exchange 
earnings for India m 1996-97. If India’s 
share of world tourism grows from the 
current 0.3 per cent to 1 per cent, it will 
call for investments in the range of 
Rs 20,000-50,000 crore, in the 
accommodation sector alone. This is 
indicative of the size of opportunity 
involved m this business The 
government too is evincing keen interest 
in this industry as this sector has 
immense potential for generating 
employment per unit of investment. 
New segments are emerging m the 
industry, like the executive segment, the 
leisure travel segments, international 
tounst traffic, etc. Each is a big market 
opportunity. Working on these 
statistics, ITC Hotels planned new 
hotels m India and abroad. 

(v) Source of intellectual 
stimulation: Environmental scanning 
provides intellectual stimulation to 
planners in their decision-making. The 


executive should also lead by 
empowering people. They have to come 
forward to make every possible change 
and transformation in their 
corporations. There is need to pay 
attention to the people by listening to 
them. The status of front line people 
must be upgraded. They should 
delegate ‘authority’ to people in a way, 
which empowers them. Attempt should 
be made to eliminate procedural 
complexities vigorously m a visible way. 
People should have utmost concern for 
change and evaluated for their drive for 
change. In IBM, there has been a 
constant query at all levels. ‘What have 
you changed?’ The leaders must create 
a sense of urgency for change through 
personal examples. Thus, the new 
perspective of leadership involves focus. 
on empowerment and generation of 
drive for change at the grass root level. 

fvi) Image building: Environ¬ 
mental understanding helps in 
improving the image of the firm with 
its public by showing that it is sensitive 
to its environment and responsive to 
it. General Electric divested its 
computer as well as air-conditioning 
businesses as it could not achieve the 
desired position in these businesses 
GE has laid down as a policy that it 
should be either No. 1 or No. 2 m the 
businesses /markets in which it is 
present, or else get out of the 
concerned business. 

(vii) Continuous learning: 
Environment scanning provides a 
continuing, broad-based education for 
executives, especially strategy 
planners. For example, on December 
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1993, the manager at Reliance, needed 
only a 15-minute chat with Anil / 
Mukesh and Dhirubhai to be given the 
authority to close the deal on his own 
including the freedom to cross the price 
limit suggested by the Ambanis. Now, 
that is real empowerment. No other 
Indian group would give that kind of 
leverage to a manager. Reliance is 
stepping up strategic freedom for its 
managers. The frequency of interaction 
with the Ambanis has come down to 
thrice a month from once every other 
day a few years ago. That is real 
indication of power being moved down 
the line. To equip empowered managers 
with required expertise an enormous 
retraining exercise in association with 
the Indian Institute of Management, 
Bangalore has been instituted. Twice a 


year, management development 
programme is carried out. The objective 
is to filter out fast trackers that can be 
installed as departmental heads in a few 
years. 

Although the procedures used to 
perform an environmental analysis 
differ widely in different organisations, 
most firms have one or the same reason 
for performing such analysis. In 
general, their purpose is to assess the 
organisational environment so that 
management can react to it 
appropriately and thereby enhance 
organisational success. 

! '. ' "1 

Dimensions /I 

In order to perform an environmental 
analysis efficiently and effectively, a 
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Fig.3.1: The Organisation, the levels of Its Environment, and Components of Its Levels 
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manager must thoroughly understand 
how organisational environments are 
structured. The environment of an 
organisation is generally divided into 
three distinct levels: the general 
environment, the operating 
environment, and the internal 
environment. Fig. 3.1 given on previous 
page illustrates the relationship of each 
of these levels to the others, as well as 
to the organisation at large, and 
outlines the various components that 
make up each level. Managers must 
be aware of these three environmental 
levels, know what factors they include, 
understand how each factor and the 
relationships among the factors affect 
organisational performance, and then 
manage organisational operations m 
light of this understanding. In this 
chapter, we are concentrating only on 
general environment of the business. 

The general environment made up 
of components that are normally broad 
in scope and are least controlled and 
influenced by management of the 
organisation. The key components of 
general environment are explained 
below: 

(i) Economic environment: 

Economic environment consists of gross 
national product, corporate profits, 
inflation rate, productivily, employment 
rates, balance of payments, interest 
rates, tax rates, and consumer income, 
debt, and spending. Economic 
environment has stronger influence over 
organisation’s policies and actions. For 
example, partial decontrol of cement in 


1982 led to a rapid increase in 
production capacity and resultant 
supply, changing the market situation 
from that of scarcity to a comfortable 
surplus. 

Here, we have provided several 
examples of the factors and influences 
that operate m the Indian economic 
environment and which have had a far 
reaching impact on all business 
organisations: 

• Banking sector reforms led to 
attractive deposit avenues, easier 
credit terms, better service and 
above all, a sound, effective and 
reliable banking system. 

• Recent changes in economic and 
fiscal policies have led to many 
developments. Such as leasing 
and finance companies, public 
sector bonds, mutual funds, 
venture capital business, new 
financial instruments and the 
entry of financial institutions and 
banks in stock trading. 

(ii) Social environment: It 
describes characteristics of the society 
in which the organisation exists. 
Literacy rates, educational levels, 
customs, beliefs, values, lifestyle, age, 
demographic distribution and mobility 
of population are part of the social 
environment. It is important for 
managers to remember that although 
changes in the attributes of a society 
may come either slowly or quickly, 
changes will inevitably come. The cost 
of ignoring the customs, traditions, 
taboos, tastes and preferences of the 
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people could be very high. For 
example, Vicks Vaporub, which is a 
popular pain balm, is used as a 
mosquito repellant in some of the 
tropical areas of the world due to sheer 
ignorance and the effects are very 
severe Similarly, in some languages 
Pepsi Cola’s slogan “come alive” 
translates as “come out of the grave” 
and as a result the product failed to 
pickup, rather lost the market. While 
moving in such areas, social traits of 
that area must be studied first. 

Here, we have provided several 
examples of the factors and influences 
that operate in the Indian social 
environment and which have had a far 
reaching impact on all business 
organisations: 

• Demand for reserva tion in jobs for 
minorities and women. 

• Equal pay for equal work for male 
and female workers. 

• Rise m middle class influence the 
investing public in corporate 
sector and continuing demand 
potential for a variety of consumer 
items. 

fiii) Political environment- It 

comprises those elements that are 
related to governmental affairs. 
Examples include the type of 
government m existence, governmental 
attitude towards various industries, 
lobbying efforts by interest groups, 
progress towards the passage of laws, 
platforms of political parties, and 
(sometimes) the predisposition of 


candidates running for office. For 
example, Janata government in 1977 
followed a strict policy with regard to 
multinationals and as a result forced 
Coca-Coca and IBM to move out of 
India. 

Here, are a few instances of the 
impact of the political environment on 
companies: 

• IT companies have found 
Hyderabad, approvingly nick¬ 
named by the media as Cyberabad, 
to be the most hospitable location 
primarily due to the supportive 
political climate. 

• Due to change in political scenario, 
government allowed Pepsi Cola to 
enter the Indian market to give 
boost to the food processing 
industry and that paved the way for 
entry of multinationals in India in a 
big way 

(ivj Legal environment: It consists 
of legislation that has been passed by 
the Parliament and state legislatures. 
This component prescribes rules or 
laws that all members of business 
community must follow. Examples of 
such legislation specifically aimed at the 
operation of business organisations 
include the Trademark Act 1969, 
Essential Commodities Act 1955, 
Standards of Weights and Measures 
Act 1969, Industrial (Development 
and Regulation) Actl951, and 
Consumer Protection Act 1986. 
Naturally, over time new laws are 
passed and old ones rescinded. In the 
same process, substantial 
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modification of MRTP Act allows many 
companies to enlarge their size to 
world class. 

Here are a few instances of the 
impact of the legal environment on 
companies: 

■ Deregulation of capital markets 
drive surge m primary capital 
markets through initial public 
offerings and right issues. 

• Removal of controls over foreign 
exchange and liberalisation of 
foreign direct investment inequity 
have added to the impetus of MNCs 
entry into India. 

(v) Technological environment: 

It includes new approaches to 
producing goods and services: new 
procedures as well as new equipment. 
For example, the contemporary trend 
towards exploiting robots to improve 
productivity is closely monitored by 
many managers. Increasing use of 
robots in the next decade should vastly 
improve the efficiency of Indian 
industry. Installations of these 
computer controlled machines are 
expected to grow at an annual rate of 
35-45 per cent for the next decade. 
Similarly, rising petrol prices have 
forced automobile manufacturers to 
emphasise fuel economy. 

A few specific examples of 
technological change and their impact 
on business are provided here: 

• Digital watches killed the business 
prospects of traditional watches. 

• Artificial fibre cloth has almost killed 
the pure cotton textile industries In 
many countries. 


• Television has adversely affected 
radio and cinema industries. 

• Xerography damaged carbon paper 
business. 

The study of above components 
suggests that business cannot be 
conducted in vacuum and 
understanding of environment is in the 
interest of business. 

CHANGING PROFILE OF INDIAN 
ECONOMIC ENVIRONMENT 

Commencing from 1991, India has 
been going through a process of 
economic reforms and liberalisation. All 
these measures together aim at 
modernising the country’s industrial 
system, removing unproductive 
controls, encouraging private 
investment including foreign investment 
and integrating India’s economy with 
the global economy. The main 
components of the New Economic 
Policy are explained below. 

New Industrial Policy 

A number of industries have been 
liberalised from the clutches of 
licensing and control. Substantive 
changes have been introduced in 
matters like foreign investment and 
technology import. Monopolies and 
Restrictive Trade Practices Act and 
Foreign Exchange Regulation Act 
have been diluted significantly and 
the role of the public sector has been 
curtailed. 
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New Industrial Policy 

Delicensed several industries except a few specified ones 
Abolition of industrial registration schemes 

A new broadband facility has also been introduced, giving more flexibility of 
operations. 

Information Technology Bill passed by Parliament 

Autonomous clearance for foreign equity upto 51 per cent for new companies 
has been allowed in 34 high priority industries. Even existing companies can 
raise foreign equity upto 51 per cent even without new projects / expansion 
programmes. 

In electronic sector, government introduced a new scheme, the Electronic 
Hardware Technology Park Scheme (EHTP) for attracting foreign direct investment 
upto 100 per cent. 

Automatic clearance is given for import of capital goods, where foreign exchange 
availability is ensured through foreign equity. 

An automatic person scheme has been introduced for import of foreign technology 
and for royalty payments m specified high priority industries. 

Withdrawn restrictions on dividends repatriation by foreign investors 
Creation of a specially empowered Foreign Investment Promotion Board (FIPB) 
for expeditious clearance of foreign investment proposals. 

Government removed many restrictions and liberalised direct investment by 
Indian companies abroad. 

Foreign Exchange Management Act 1999 enacted which replaced FERA 
Removed quantitative restrictions removed on all products. 

FTZ has been replaced with SEZ 
Agro-economic zone scheme Introduced. 

Done away with threshold asset limit which rendered a firm an MRTP company 
or a dominant undertaking, No MRTP clearance is required for investment 
applications, nor any approval needed for establishing new undertakings, or for 
implementing expansions, mergers, amalgamations and takeovers. 

Restrictions on acquisitions / transfer of shares also have been removed 
PSUs preeminent role in industry has been curtailed and kept exclusive domain 
to a few core industries like arms and ammunition, atomic energy and railways. 
Extend the purview of Board for Industrial and Financial Reconstruction (BIFR) 
to the public sector. Truncated the role of PSUs Decided against setting up 
fresh PSUs Expansion of existing PSUs through additional government equity 
will not take place. Reduced other forms of budgetary support to PSUs. PSUs 
were directed to go to the market and raise the capital needed for expansion. 
Abolished the price preference to PSUs in purchase tenders floated by the 
government Decided to bring in loss making PSUs under the purview of BIFR 
was part of restructuring scheme. No finance for rehabilitation of sick units 
Disinvestment of government equity in the PSUs 



65 

BUSINESS ENVIRONMENT 


New trade policy 

Liberalisation of foreign trade has 
drastically changed the country’s foreign 
trade scene, releasing export-import 
trade from the shackles of controls. At 

New Trade Policy 

• Almost all imports have been liberalised except for a small non-permitted list of 
items. 

• Imports have been completely removed from the licensing fold and have also 
been decanalised for the most part 

• Steep reduction m import tariffs on a number of items, including capital goods. 

• Slash import tariffs on all goods except the non-essential consumer goods to 30 
per cent or less 

• Tariffs and exchange rates will have to serve as instruments for controlling 
trade flow including possible dumping, and quantitative restrictions will have 
to be given up 

• Government introduced partial convertibility of the rupee/dual exchange rate 
system in 1992-93 and full convertibility on current account/unified exchange 
rate system in 1993-94. 

• Partial convertibility allowed foreign exchange receipts into the country Lo be 
converted into rupee under a dual pricing system; 60 per cent of the foreign 
exchange could be converted at the market determined rate while 40 per cenL 
would be converted at official exchange rate. Subsequently, the government 
improved the position and made the rupee fully convertible on trade account. 

• Abolition of expoj t duties. 

• Cheaper export cr -dit and cuts in import duty. 

• Convertibility of the rupee on trade account also acted as an incentive for exports. 

• Simplification of procedures lelated to promoting exports. 

• Enhanced duty drawback in respect of 161 items effective from 1 June, 1992. 
And with effect from 1 June, 1993 it enhanced the duty drawback for an additional 
331 items Duty drawback being the provision to compensate exporters against 
high import duties and other levies on raw materials used in the manufacture oi 
export products, high drawback enabled the exporter to compete better in 
international markets. 

• Liberalised the Export-Oriented Units (EOU) scheme and the export processing 
zones (EPZ) scheme and introduced special incentives for these schemes to 
agriculture, horticulture, acquaculture, poultry and animal husbandry. 

• The new Export Promotion Capital Goods Scheme (EPCGS) was another major 
scheme to encourage exports. It provided for import of capital goods at a 
concessional duty of 15 per cent, with a built In export obligation. 

• Deemed exporters, manufacturers with ISO 9,000 and IS 14,000 certification 
and Export Houses of dlfferenr categories, were made eligible for special import 
licenses. The definition of deemed export was llbe.rahsed Supplies to EOU / EPZ 
limits supplies against EPC.G licenses and supplies against advance licenses 
were recognised as deemed exports 


one stroke many of the age-old controls 
in the export and import activities of the 
country were dismantled and the high 
degree of timidity that have surrounded 
foreign trade and investment policy all 
these years was dropped. 
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Fiscal Reforms 

The fiscal reforms centered on reduction 
of fiscal deficits and relorms of the 
taxation system. Fiscal and budgetary 
deficits have been a problem area in 
India’s public finance for several years. 
By 1990-91, fiscal deficit had mounted 
lo more than 8 per cent of GDP and the 


Removal of some of the existing 
concessions and exemptions, 
strengthening of tax compliance and 
modification in the treatment of capital 
gams tax and wealth tax, were the other 
features of direct tax reforms As 
regards indirect taxes, substantial 
reductions were made in excise as well 
as import duties. 


Fiscal Reforms 


• Reduction of fiscal deficits; 

• Reforms of the taxation system, 

• Corporate and personal income-tax was scaled clown; 

• Removal of some of the existing concessions and exceptions, strengthening of 
tax compliance and modifications in the treatment of capital gains tax and 
wealth tax; 

• Indirect tax; substantial reductions were made in the excise as well as imporL 
duties 


internal public debt of the government 
to about 55 per cent of the GDP. 
Interest payment in Itself formed 4 per 
cent of the GDP and 20 per cent of the 
total expenditure of the central 
government. To overcome such 
problem, corporate tax as well as 
personal Income tax was sca.ed down. 


Monetary Reforms 

The. government carried out a phased 
reduction of statutory liquidity ratio 
(SLR) and permitted a degree of 
flexibility to the banks in the matter of 
deposit interest rates. It also prescribed 
new norms of capital adequacy, income 


Banking Sector Reforms: Narasimham Committee 

• Phased reduction of statutory liquidity ratio (SLR); 

• Permitted a degree of flexibility to the banks in the matter of deposit interest 
rates; 

• Prescribed new norms of capital adequacy income recognition, and loan loss 
provision; 

• Allowed nationalised banks to go to the capital market and raise additional 
equity required for strengthening their capital base and meeting the new norms 
of capital adequacy; 

• Disinvestment upto 49 per cent of the total equity was permitted, 

• Allowed setting of new private sector banks; 

• Insurance Regulatory and Development Act (IRDA) passed by Parliament, 
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recognition, and loan loss provision 
The government also allowed 
nationalised banks to go to the capital 
market for raising their capital base and 
permitted partially disinvestment of its 
shares. 

Capital Market Reforms 

The government also carried out a series 
of reforms in respect of the capital 
markets. The ceiling on the acquisitions 
of shares / debentures of Indian 
companies by non-resident Indians 
and overseas corporate bodies was 
raised under the portfolio investment 
scheme from 5 per cent to 24 per cent. 
The Securities and Exchange Board of 
India (SEB1) has been made a statutory 
body. Restrictions on interest rates on 
debentures and public sector bonds 
other than tax-free bonds have been 
removed and market forces would now 


govern interest rate on such 
instruments. The office of Controller of 
Capital Issues (CCI) has been abolished 
and freer pricing of shares has been 
allowed. Bonus issues have been made 
more liberal. A scheme of the 
registration of sub-brokers has been 
introduced to ensure investor 
protection and private sector has been 
allowed to set up mutual funds 

Phasing Out Subsidies and 
Dismantling Price Controls 

The Cash Compensatory Support 
(CCS), which formed the bulk of export 
subsidy was abolished in toto. The 
government has also reduced subsidies 
on fertilisers and petro-products The 
government initiated steps for 
dismantling of price controls m respect 
of a number of products For example, 
it removed the price and distribution 
controls on iron and steel, In fertilisers, 


Capital Market Reforms 


• Ceiling on the acquisition of shares/debentures of Indian companies by non¬ 
resident Indians and oversees corporate bodies was raised under the portfolio 
investment scheme from 5 per cent to 24 per cent; 

• SEBI has been made a statutory body; 

• Restrictions on interest rates on debentures and public sector bonds other than 
tax-free bonds have been removed, market forces would now govern interest 
rates on such instruments, 

• Office of Controller of Capital Issues (CCI) has been also abolished and free 
pneing of shares has been allowed, 

• Bonus issues have been made more liberal. 

• A scheme for the registration of sub-brokers has been introduced to ensure 
investor protection; 

• Private sector has been allowed to set up mutual funds; 

• Opened up the capital markets to foreign institutional investors, by permitting 
Fils such as pension funds, mutual funds, Investment trusts, asset management 
companies, nominee companies and institutional portfolio managers to become 
players In the capital markets of India; 

• Foreign brokers were also permitted to operate in the capital markets. 
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the government decontrolled the prices 
of phosphate, potassium and complex 
fertilisers. In petro-products, the 
government totally decontrolled 
lubricants’ pricing. The government 
also decanalised the import of these 
products. 

This gives an idea of new economic 
prescription administered on Indian 
industry and business as a part of the 
economic reforms. The new prescription 
led to a paradigm change in the 
industrial and business environment of 
the country. Next section presents how 
these changes influence the working of 
Indian business firms. 


recent past, Following paragraphs will 
explain the resultant Impact of such 
changes on business and industry. 

Destabilisation of Protected < 
Environment * t 

Market orientation and liberalisation 
has favoured the display of 
entrepreneurial talent m ample 
measure. The new entrepreneurial 
freedom threw existing players out of 
the cocoon of protection. Profits could 
no longer be secured by procuring 
license and setting up a production 
unit. For exa nple, delicensing of the 


Phasing Out Subsidies and Dismantling Price Controls 

• Cash Cotupt isatory Support (CCS), whicn formed the bulk of export subsidy 
was aholishe l in toio; 

• Reduced subrtdies on fertilisers and petro-products, 

• Removed pria and distribution controls on iron steel, 

• In fertilisers, the goven nent decontrolled the prices or ohosphatic potassium 
and complex fertilisers, 

• In petrorproducts, the government totally decontrolled lubricant’s pricing; 

• In respect of kerosene and LPG, it allowed dual pricing and parallel marketing 
by the private sector; 

• Government also decanalised the import of these products. Now, the private 
sec or, Indian and foreign can enter these businesses and import and market 
Ihese products, 

• Government also decanalised the import of naphtha and allowed actual users 
to import naphtha directly from supplier’s abroad 


IMPACT OF CHANGES IN 
government POLICY ON 
BUSINESS AND INDUSTRY 

In the previous paragraphs, we have 
highlighted the economic reform 
initiated by the government in the 


automobile industry created a difficult 
situation for existing players like 
Hindustan Motors (HM) a,nd Premier 
Automobiles Ltd (PAL). When a host of 
new players like Telco, Daewoo, 
Hyundai, Mahindra Ford and SIEL- 
Honda entered m the industry. HM and 
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PAL had to chalk out survival strategies, 
which included foreign collaborations, 
fresh investments and expansions Only 
Maruti escaped the effects of dehcensmg 
in view of unique position in the 
industry. Even Maruti had to make a 
lot of readjustment, once competition 
became stiff in subsequent years. 

Threat From MNC 

The massive entry and consolidation of 
multinationals m the Indian markets 
constitutes another new challenge With 
majority stake for the parent 
multinationals, their Indian subsidiaries 
gain a new strategic advantage. For 
example, Indian Sewing Machine 
Company now became Singer India and 
started producing the latest series with 
900 range of sewing machines, 
employing the new technology of Singer 
Corporation, USA. The company also 
launched major diversification plans into 
washing machines, audio and video 
systems, dishwashers, toasters and food 
processors using the parent companies 
financial and technological support 

All Round Competition 

Firms now face competition from Indian 
players (existing ones as well as new 
entrants to the given industry). 
Competition from multinationals and 
from imports is the another facet of this 
new competitive environment. The 
easier access to better technology is an 
additional dimension. Finally, 
competitions will now be global in 
character, no more confined to the 
country’s boundaries. For example, 
Weston, a major player in the early days 


with over 18 per cent market share lost 
out heavily to competition from 
imported products. Its market share 
became almost negligible by 1995-96 
and turnover slid from Rs 99 crore in 
1991-92 to Rs 50 crore in 1995-96. 
Now, the company has almost become 
unknown in CTV market 

Buyer’s Market 

Shortages have been one usual feature 
pervading the Indian economy all these 
years There were shortages practically 
in every sector — consumer goods, 
industrial goods and services. The causes 
have been old and outdated plants and 
processes, licensed capacity, and 
administered pricing. These controls, in. 
many cases, served the interests of sellers, 
rather than those of the buyers. There 
was very little emphasis on cost 
reduction, up-gradation of technology, 
improvement in technology, 
improvement in quality and customer 
convenience The buyers suffered. A shift 
from shortage to surplus has been a 
major development of the liberalised 
regime. Government removed controls on 
capacity creation and capacity utilisation. 
Industry has been given total freedom to 
expand and diversify. Decisions on 
investments have been left to the 
entrepreneurs. Controls on prices have 
been removed. Investment now takes 
place in areas of demand. 

Export a Matter of Survival 

The New Trade Policy has helped the 
Indian business firms to earn the 
foreign exchange required for importing 
whatever raw materials, spares and 
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components they needed for keeping 
their production lines going. Linking of 
imports to exports and market driven 
exchange rate was the first compulsion. 
For example, Reliance Europe, Essar 
World Trade, Ceat and Fair Growth are 
among the newcomers. Companies like 
Videocon, Eicher, MRF and SRF who 
had entered a little earlier were now 
trying to consolidate the foothold they 
had gained. Heat of competition at home 
also created another compulsion. For 
example, DCM Data Products, MRF 
and WS Industries turned to exports 
due to domestic competition 

World Class Technology 

Competitive advantage and core 
competency rests largely on technology 
strengths. Investment in R&D and 
innovation becomes inescapable for 
companies, which enjoyed protection 
under the regulated regime. For 
example, pharmaceutical industries 
made 2 per cent investments m R&D in 
India. Developed countries contribution 
goes to 12 per cent. This was true of 
other industries as well. Sundaram 
Fasteners got outsourcing contract 
from Ford to supply radiator caps with 
zero defect quality. This could be made 
possible through world class quality of 
radiator caps. Indian companies are 
thinking of technology along with 
competitive finance. 

Corporate Vulnerability 

With increased MNC presence, Indian 
firm’s financial weakness comes to the 
fore. The Indian companies are facing 


(i) takeover threat; (ii) subordinate 
position in joint ventures; and (iii) 
unequal battle in general. All of these 
are really facets of vulnerability with 
their roots in capital/financial 
inadequacy. Take the case of DCM- 
Daewoo. In 1995, DCM, through its 
subsidiary DCM Toyota Ltd (DTL) 
promoted the JV DCM Daewoo Motors 
Ltd (DDML), with Daewoo of South 
Korea, for the manufacture of passenger 
cars in India. The arrangement was that 
Daewoo would be investing Rs 629 
crore in the JV by 1998. While DCM 
would bring in Rs 340 crore. Daewoo 
right away pumped 119 crore and 
picked up 5 lper cent share. But DCM 
could not bring in its share. Matters 
soon became worse for DCM. By 1997, 
Daewoo held Rs 468.37 crore of equity 
representing 91.63 per cent of the total 
equity of Rs 511.18 crore. DCM held 
1.18 per cent (Rs 6 crore). As a result 
of that even the name of the company 
was changed from DCM Daewoo to 
Daewoo Motors India Ltd. 

Past Failure Fail to Guide the Future 

Past ceases to be an indication of the 
future. It is no longer business as usual. 
Managing mega changes need for new 
approaches, new systems and structures, 
and new leadership. Organisations are 
normally not structured for operating in 
an era of discontinuity. This is all the 
more true of Indian organisations. So 
they are now required to go through a 
process of major restructuring. Many 
Indian companies are m the process of 
major restructuring. 



71 

BUSINESS ENVIRONMENT 


As it has been aptly said, for Indian 
firms today, future starLs afresh, future 
needs new strategies, new organisations 
and new leadership. 

managerial responses to 

CHANGES IN BUSINESS 
ENVIRONMENT 

These changes had immense impact on 
the performance of Indian companies. 
As a result of these changes 45 
companies lost their rank among top 
100 Indian companies (1998). Those 
who find place, some of them even were 
not among top 100 companies in 1990. 
The ways in which companies 
responded due to change in the 
business environment are explained in 
the following paragraphs: 

Acquisitions and Mergers 

Entrepreneurial freedom became all the 
more prominent through the spate of 
mergers, acquisitions, takeovers and 
amalgamations. They were with a view 
to achieving differing objectives. Some 
of these objectives were to achieve 
market dominance (Rassi-India 
Cement, Narmada - L&T, ACC-Gujarat 
Ambuja), dominant market position 
(Lafarge-TISCO and Raymond, Hindalco- 
Indal), market entry (Coke buy Parle, 
Lever buy Kissan and Kwality), product 
range (Godrej buy Goodnight), 
attaining core competence (SRF buy 
Ceat's Rayon Tyre Cord, Tisco exited 
from cement, bearings, and tinplate), 
and access to technology (Infotech 
acquired Dataview, Software Solutions 
acquired Indigo Healthcare), etc. 


Diversification Spree 

The corporate scene now witnessed a 
spate of diversification as well. For 
example, Reliance has resorted to 
vertically integrated diversification m a 
big way in the synthetic fibre 
intermediates- petrochemical 
businesses. AT&T serves initially a wide 
range of telecom products. Now, it has 
entered into manufacturing of 
transmission equipment, switching 
equipment and wireless products. 
Similarly, Eureka Forbes, a vacuum 
cleaner company entered into water 
purifier, electric iron, food processor, etc. 

Consolidation of Multinationals 

Many multinationals enter India afresh 
through new joint ventures. General 
Motors enters through a joint venture 
with Hindustan Motors. Ford enters 
with Mahindra and Mahindra. Honda 
enters with SIEL. GE enters with Godrej 
(appliances), HDFC (consumer finance), 
IPCL (plastics), Wipro (medical 
systems), etc. Multinationals even enter 
into core sectors of the economy. 

Brand Building 

Expenditures were enhanced by 
companies in building brands. The 
expenditures on the launch of the 
Korean brands, Hyundai, LG and 
Samsung, or by the new dot com 
companies are good illustrations. Even 
an agricultural products manufacturer, 
Monsanto, has successfully used a 
lottery, usually a consumer product 
weapon, to quickly build a strong 
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franchise in Gujarat for its herbicide 
‘Round up’ 

Distribution and Selling 

Distribution has seen new initiatives 
like the ‘Bharat’ programme of Lever 
and the successful direct marketing 
operations of Amway andTupperware. 
Selling expenditures to sales have risen 
m the last decade and more for Indian 
than for foreign companies. Rural 
marketing has become the focused area 
of many Indian and multinational 
companies. 

Capital Structures 

Capital structures of companies have 
changed to more equity than debt, but 
in the last few years debt has again 
come to the fore, with the relative lack 
of interest in primary markets because 
investors got cheated by so many ngged 
and false new issues in the past. Yet 
there is a strong undertone to increase 
equity in relation to debt. In this 
process, many companies even procure 
their capital from national and 
international markets. Reliance is 
considered to be the first to move in the 
global market for raising equity and 
debt capital. Number of companies 
follow the leader later on 

$ 

Customer Focus 

Increasing attention to customer needs 
and their satisfaction. There is a 
tremendous difference in the nature and 
quality of products offered to 
consumers today. The shoddy 
packaging and poor performance of 


products is past. Manufacturers take 
pains to ensure that they are able to 
satisfy, indeed dramatically improve 
upon, consumer expectations and offer 
failures that are novel. At the same time, 
prices have risen by far less than the 
general level of inflation and prices of 
manufactured goods are no longer the 
drivers of inflation. 

Production Capacity 

Manufacturing capacities are becoming 
world class especially in new plants, the 
best example being that of Reliance 
Petroleum, with the largest refinery 
capacity in the world. Due to substantial 
modification of MRTP Act, companies 
like Ranbaxy, Arvind Mills, Bajaj Auto, 
and Sundaram Fasteners have achieved 
global size in their operations. 

Technology 

Use of latest technologies has become 
the slogan of the successful companies, 
The best example is that of cellular 
phones where we have leapfrogged to 
use the most current technologies. But 
this is now beginning to happen with 
many other products, as 
manufacturers strive to up grade 
quality and reduce costs. For example, 
Jindal Vijayanagar has established the 
low cost Corex technology; TISCO had 
dramatically improved on its 
technologies during their various 
phases of modernisation. 

Compensation Levels 

Sharply improved compensation 
levels for special managerial and 
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technical services. The starling 
salaries for engineering and 
management graduates have risen 
significantly Within companies, there 
is a redressal of the discrimination 
against manufacturing executives. 
Incentive schemes of various kinds 
related to performance are becoming 
common 

Labour 

With all these changes there is a sea 
change in the attitude of labour unions 
which, at least m the privaLe sector 
have cooperated m the introduction of 
new technologies andm restructuring.' 
In the process they have also benefited 
through higher wages and other facilities, 
training to upgrade their skills, and job 
enrichment. There is need for a change 
in labour legislation to enable 
restructuring and discipline. But its 
lack has not perhaps hampered the 
private sector. The public sector is 
affected adversely, but that may be 
more due to political and bureaucratic 
interference. 

Rapid change and uncertainty have 
now become part of business life in 
India No longer are profits assured 
because of contacts in government 
enabling the acquisition of an industrial 


license, license to import or for starting 
a joint venture. Manufacturers now 
have to stand up to the risks of the 
market and changing consumer 
preferences. To succeed, therefore, 
manufacturers have to bring. ( 1 ) new 
insights into understanding the 
customer; (li) the ability to design, 
develop and produce new and more 
customer friendly products at reducing 
costs and improving quality; (iii) to 
develop exclusive positions m Lhe mind 
of the consumer so that she/he will not 
switch to other products; 
(iv) processes, techniques and 
technologies to ensure that costs arc 
being continually reduced and the 
customer is not made to pay 
higher prices to keep pace with rising 
input costs; (v) ways to structure 
organisations so that trained and 
talented people stay on to give their best 
efforts; (vi) considerable funds to invest 
m new technologies, people, and on 
marketing investments to build brand 
franchises in the market. 

In the years of working in a closed 
economy, most Indian manufacturers 
and even many of the joint ventures with 
overseas principals, did not bring these 
abilities, processes and skills into their 
businesses and thus, faced a threat of 
their survival. 


SUMMARY 


Meaning 

The environment of any organisation is the aggregate of all conditions, events and 
influences that surround and affect it. Business environment can be classified into 
two major categones. the Economic environment and the Non-economic environment 
The economic environment consists of factors like the fiscal policy, the monetary 
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policy, the industrial policy, the physical limits on output, the price and income 
equation, nature of the economic system, the pace of the economic development, 
etc The non-econoinic environment refers to social, political, legal, technological 
factors etc 

Importance 

Understanding of business environment is essential because it gets a first mover 
advantage, act as a warning signal for adverse conditions, sensitise the management, 
provides a basis for slrategy, supply source of Intellectual stimulation, helps in 
image building, and continuous learning 

Dimensions 

The environment ot an organisation is generally divided into three distinct levels 
General environment, Operating environment, and Internal environment The 
major components of general environment are. Social, Political, Economic; 
Technological, Political; and legal 

Changing Profile of Indian Economic Environment 

India has initiated many measures to improve the overall business environment of 
the country. The key mitiaitves are taken in the areas of industry, trade, fiscal, 
monetary, capital market and phasing out of subsidies and administrative price 
controls. All these together aim at modernising the country's industrial system, 
removing unproductive controls, encouraging private Investment including foreign 
investment and integrating India’s economy with the global economy. 

Impact of Changes in Government Policy on Business and Industry 

The resultant impact of such changes are; Destabilisation of protected environment; 
Threat troin MNC; All round competition. Buyer’s market; Export a matter of 
survival, World class technology; Corporate Vulnerability, and Past failure to guide 
the future 

Managerial Responses to Changes in Business Environment 

As a result of these measures, there is a sea change m the working ol Indian business, 
These measures motivated forcsighted business leaders to enter into strategic 
alliance, mergers and consolidation of their positions in the area of their working 
They also entered into diversification, brand building, restructuring ol business 
activities, expansion, and modernising their plant and machinery The other areas 
where changes were brought out are distribution and selling, capital structure, 
customer focus, compensation levels and labour legislation. 


Short Answer Type Questions 

1 What is business environment? 

2. What changes were made m Lhe industrial policy in the recent past? 

3 What are the major components of economic environment? 

4 What constitutes, general environment of business? 

5 Do changes m environment influence the business decisions? 
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Long Answer Type Questions 

1. What is business environment? Explain the key components of general 
environment 

2. What is the significance of understanding environment m shaping the future of 
business? 

3. What is economic and non-economic environment? How is iL different from 
social environment? 

4. What economic changes have been initiated by the Government of India since 
1991? Explain in brief the major changes. 

5. How the economic changes initiated by the Government of India influence the 
working of Indian business'? 

6 In what way Indian managers responded to these changes. 



Planning 


4 

CHAPTER 


LEARNING OBJECTIVES 

After studying this chapter you will be able to 

• state the meaning of planning; 

• appieciatc the tcatures and importance of planning, 

• explain the process of planning; 

• realise the limitations of planning. 


The McDonald's Corporation is an excellent example of a modern organisation that has 
successfully implemeiited its plan to 1 eachprojil and growth objectives by establishing 
operations throughout the world Over the last 15 years, McDonald's profits have more 
than tripled, to almost $1 1 billion on revenues of $7.4 billion and company wide sales 
of over $23 billion from over 14,000 restaurants The company is delwenng — world- 
standardisedfood, smiles, value, and cleanliness to eveiy continent m the ivorld except 
Antarctica McDonald's presently pulls In ciboui 45 per cent of its operating income from, 
foreign operations How has McDonald’s implemented its plans to go global? The plan 
has been accomplished through a collection of surpnsingly simple people oriented 
strategies First, management constantly gathers employees for face-to-face plaivung - 
related meetings whose purpose is to encourage people to leamfromone another about 
how to best accomplish organisational plans Second, management emphasises the 
need to understand a country's culture before attempting to do business there. This 
strategy encourages managers to uncover issues like a society's values and religious 
beliefs so they can appropnately deal with customers and workers in that society 
Finally, wherever possible McDonald's hires individuals from the country in which 
operations are established. These locals have a firmer understanding of their society 
than foreign managers could ever hope to acquire and are therefore invaluable in 
implementing McDonald’s organisational plans 





Donald’s practised well, are 
ses of action formulated 
for achieving a desired 
ins specify objeci ives (such 
lcs by 10 per cent) and 
ction (such as hire a new 
n and boost advertising 
s by 20 per cent). Plans 
fy (aL a minimum) what you 
ow you will do it, and by 
nil get it done. Planning, 
the process of establishing 
id courses of action, prior 
ny action. This chapter 
an explanation of basics of 
l fhe following pages, you 
r pes, process, importance 
ms of planning. 


.he process of charting out 
ir attaining the overall 
l business undertaking It 
rawing out a future course 
operations by outlining the 
f events forecasted with 
degree of certainty. It 
it only anticipating the 
:es of decisions but also 
/ents that may have effects 
ess. Thus, planning is 
the present what to do in 
It directs efforts and 
an enterprise towards the 
jectives 

% requires both creativity 
;is in defining business 
is and constraints Hence, 
he art of the possible. It is 
i of guiding the business 
towards, clearly specified 


objectives with the clearest possible 
view of the future. Deciding what is 
desired and determining the actions 
required are both involved m planning 
Hence, it is known as the process of 
matching the resources with 
opportunities. 

Planning should not be confused 
with a “blue print” of future operations. 
II is basically a problem of choosing 
among alternative courses of action. 
The essentials of planning lie m the 
thinking of .shaping the future of Lhe 
undertaking instead of expecting the 
organisation to adapL to a future as 
shaped by directionless forces. For 
example, in lhe opening case of 
McDonald’s, they first study the 
economic, social and religious 
environment of Lhe country and Lhen 
move their operations there It is in this 
sense that planning is a word for the 
processes which orient attention of the 
management to the determination of 
desired 1 esults and the ways and means 
to achieve them. 

Many authorities on management 
have explained the meaning of planning 
in various forms. Some important 
definitions of planning have been given 
on next page. 

Features 

Based on various dimensions 
expressed by management authorities, 
concept of planning highlights the 
following key features: 

(i) Contributes to objectives: 
Determination of objectives is the 
primary condition of planning 
Planning cannot he thought of in the 
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Defining Planning Function 

■‘Planning is chalking out a plan of action, 1 e. the result envisaged, the line of 
action to be followed, Lhe stages to go through and methods to use ” 

— Fayol 

“Management planning involves the development of forecasts, objectives, policies, 
programmes, procedures, schedules, and budgets." 

— Allen 

“Planning is the continuing process by which a department, agency, or other major 
organisation establishes and revise its programmes, goals, chooses from among 
alternative courses of aclion, and allocates its resources for the most effective and 
economical achievement of these goals.” 

— Brown 

“Planning is an intellectual process, the conscious determination of courses of 
action, the basing of decisions on purpose, facts and considered estimates ” 

— Koontz and O’Don net 

“Planning is deciding m advance what is to be done. When a manager plans he 
projects a course of action for the future, attempting to achieve a consistent, 
coordinated structure of operations aimed at the desired results 

— Theo Haim arm 


absence of objectives Once the 
objectives are set up, the next step is to 
determine the steps that are to be 
followed to achieve those objectives. If 
performance is not moving in the given 
direction then necessary changes are 
required. Thus, planning helps m 
achieving corporate objectives. For 
example, a company decides to sell 
1,200 washing machines in one year. If 
sales are not taking place of 100 
washing machines each month, the 
organisation may think of better ways 
like discount sale, or advertising to 
achieve its overall objectives. 

(ii) Primacy of planning: 
Planning is often called the ‘first among 
equals’ of the five management 
functions (planning, organising, 
staffing, directing, find controlling), 
because it starts wi+'r objectives which 
are (or should be) die basis of all these 


functions. The people you hire, the 
incentives you use, and the controls 
you institute all relate to what you want 
to achieve and io the plans and goals 
you set. For example, if an organisation 
sets the objective to sell 10,000 TV sets 
a year, it has to think also of people 
required to sell them, the funds 
required to produce them. Who will 
instruct whom? What will be the duties 
and responsibilities of people and how 
their performance will be monitored? 
But all this will happen after 
formulating a plan and specially the 
objectives of the year. If any change is 
made in the objectives, the goals of 
other functions will also have to be 
changed. 

fiii) Forward looking : Planning 
means looking ahead. Planning is never 
done for the past. It is done for the 
future to achieve certain objectives. 
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Therefore, it is said that planning is monopoly m the detergent business, 
thinking before doing. This is based on B ut Nirma also established itself within 
future trends of the social, economic, a short span of time through its low cost 
technological and regulatory environ- technology. In a decade, Nirma had 
ment of the business world. achieved a target of Rs 1,000 crore 

Reliance Industries 

Reliance is respected for its long-tenn vision and calibre of management “They are 
visionaries who always believed in global scale They display efiicieney of management 
in putting up plants on time, at least cost wiLh minimum manpower This is the 
way eveiy efficient company has to function ” 

It all adds up to Reliance's exemplaiy project management skills The speed 
with which it set up the world’s largest refinery of 27 million tonnes al Jamnagar 
is legendary But of recent vintage is the pace at which Reliance has set up its 


latest polyester staple fibre plant 

(iv) Pervasiveness: Planning is 
required aL all levels within the firm. 
Strategic planning is the task of top 
management while tactical and 
operational planning is the concern of 
middle and lower management 
respectively. For example, expansion of 
the production capacity decision is 
taken at the top level of the organisation 
while how to sell a product can be 
decided at the middle or supervisory 
level of the organisation. 

(v) Efficiency of operations: 
Planning has no relevance if it docs not 
contribute to the efficiency of the 
corporate functions. Since, planning is 
thinking in advance, therefore, all 
actions and activities performed in the 
achievement of corporate objectives 
should be thought of with minimum 
cost and wastage If possible, better 
technology can be applied. For 
example, Nirma entered the deterge n! 
market of India at a time when 
Hindustan Lever had established a near 


Source: Business Woild 

turnover by entering the rural segment 
of the market. 

(vi) Involves choice. Planning 
cannot be imagined in the absence of 
alternatives. If there are alternatives, 
then there is a need for evaluation of all 
the alternai ives And finally, one of the 
alternatives is selected for 
implementation. Planning is essentially 
decision- making since, it involves 
choosing among alternative’s. There is 
no need for planning if there is only one 
way of doing something. For example, 
if a rompany has to import raw 
materials and there is only one agency 
like StaLe Trading Corporation (STC) to 
gel it, then the company has no choice 
but to buy through STC. But if import 
is free then, importer has a choice to 
purchase from any exporter at 
competitive prices. 

(vii) Continuous process: 
Planning is an ongoing process. As we 
have seen m the earlier chapter, 
environment is changing so fast that if 
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we continue with the one best way of 
doing things then we will be losing the 
market. Every business person has to 
be m touch with the changing 
environment and continue to make 
changes as and when required. For 
example, if the plan has been made in 
the boom period and suddenly, the 
market plunged into recession, then it 
is advisable to revise the targets for that 
period or to work on a different strategy 
to achieve the desired objectives. 

(viii) Intellectual process- 
planning is a mental process and 
therefore planning job must be 
separated from operational work. Taylor 
also suggested this. Planning is an 
outcome of mental exercise involving 
imagination, foresight and sound 
judgement It is neither guesswork nor 
wishful thinking. Objectives as well as 
courses of action are decided after lot 
of thinking and groundwork. 

In brief, planning is a predetermined 
course of action to be taken in future. 
In doing this, the planner has to focus 
on objectives, open to new information, 
take a broader view of the situation, 
and consider time as a critical resource 


reduces the impact of change and 
uncertainty, minimises waste and 
redundancy, and acts as standards 
used in controlling organisational 
performance. Importance of planning 
function is evident from the following 
contributions arising out of ‘think 
before doing’ philosophy. 

(i) Offsetting uncertainty and 
change: Planning is necessary because 
of future uncertainty and change. One 
can hardly be certain about future 
events However, by forcing managers 
to look ahead, anticipate change, 
consider the impact of change, and 
develop appropriate responses, 
planning reduces uncertainty. It also 
clarifies the consequences of actions 
managers might take in response to 
change. An executive may feel sure that 
in the next six months the productive 
capacity, the total output, the amount 
of cash available, the costs of business 
operations and the orders from 
customers will remain at a particular 
level. But- an accidental fire, or an 
unforeseen strike or lockout or 
cancellation of orders by some 


Planning at Polaris' 

Lakshya, Polaris’ annual goal-setting session, where hundreds of key employees 
formulate the organisational goals for the year ahead This December, when Polans 
employees assemble in Bangalore for their next Lakshya session, its independent 
directors will also be participating for the first time ever. Polaris is involving them 
for two reasons, One, a process by which directors can interact with the employees 
gets established. Two, the culture of openness gets strengthened 

Source: Business World 


Importance 

Why should managers plan? Managers 
plan because planning gives direction, 


important customers or similar 
disturbing factors may change the 
whole situation. Longer the period of 
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planning greater is the possibility of 
such uncertainties. Hence, it is 
necessary to plan on the basis of 
reasonably sound and ascertainable 
future course of events. For example, 
change in birth rate over the past two 
decades gives schools an accurate 
method of forecasting future 
enrolment. Similarly, forecasts of 
population growth can projecL the 
future demands on hospitals and 
government services. 

(ii) Focusing attention on 
objectives: Planning is directed 
towards the objectives of the business 
undertaking. Therefore, the attention 
of every manager is focused on these 
objectives in the very course of 
performing their respective planning 
functions. Executives are generally 
engrossed in their day to day problems. 
It is planning which keeps them alive 
to the needs of future, to the need to 
check up periodically the progress 
made and make necessary 
improvements to accomplish the 
objectives. For example, Indian Oxygen 
Ltd., emphasised only on value-added 
products in focused segments and left 
the selling of industrial gases like 
oxygen, acetylene, nitrogen, helium, etc. 
to the small scale sector so that 
management resources would not be 
thmly spread out. 

(Hi) Gaining economical 
operation: Planning works for 
efficiency and economy in operation. 
Planning is concerned with the 
predetermined and well thought out 
courses of action. Therefore, it helps in 


avoiding chaos, confusion, disorder and 
therefore waste of resources. Thus, it 
minimises costs through its emphasis 
on efficient operation and consistency. 
Planning also reduces overlapping and 
wasteful activities. Furthermore, when 
means and ends are clear, inefficiencies 
become obvious. 

(iv) Established coordinated 
efforts ■ If gives direction to managers 
and non-managers. When employees 
know where the organisation is going 
and what they must contribute to reach 
the objective, they can coordinate their 
activities, cooperate with each other, 
and work m teams. Without planning, 
departments could be working at cross- 
purposes and preventing the 
organisation from moving efficiently 
toward its objectives. 

(v) Encourages innovation and 
creativity : Planning is thinking in 
advance and therefore, there is a scope 
of finding better and different methods 
and procedures to achieve the desired 
objectives. This forces managers to 
think differently from the present. 
Thus, it encourages each and every 
employee to think about the future of 
the organisation 

(vi) Facilitating control: Plans 
provide standards for controlling 
employees’ performance. Executives 
cannot have a check on the 
accomplishments of their 
subordinates without planned goals. 
The function of controlling is based 
on comparison between the planned 
goals and the actual performance of 
subordinates. There is no way to 
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measure control without plans to use 
as standards, It has been rightly said 
that a “well prepared plan provides 
a constant check for the programme 
as it develops giving the planners and 
the executives carrying out the plan 
a chance to modify, check, and 
evaluate as they go along. Once 


approved, the plan becomes the 
standard against which we measure 
performance and accomplishment of 
employees 

Through planning, therefore, the 
manager evolves a clear cut action 
pattern for the accomplishment of the 
planned objectives. 


Company's Business Plans 

Suzuki plans to set up foundry: Suzuki Motor Corporation, the Japanese 
automobile major, planned to set up an aluminium foundry m India The company 
had already filed an application with the Foreign Investment Promotion Board 
(F1PB] seeking permission to manufacture aluminium castings The application 
explained that Suzuki would manufacture aluminium castings in India, including 
those required for Lhe manufacture of two wheelers. Earlier in 2002, Suzuki had 
received the FIPB nod to set up a two/three-wheeler facility m India 

GM to set up design center in Bangalore: General MoLors, the world’s largest 
automobile company, Is planning to set up a research and development (R&D) 
centre in India for basic design of cars for its global operations. The auto major is 
looking to leverage India's strengths in information technology to design new cars 
using computer aided design (CAD), The centre is to he a 100 per cent export- 
oriented facility designing all models of General Motors. 

Coke plans $ 100 m India investment: Soft-drinks major Coca-Cola proposed an 
investment of $ 100 million in India in the next one year, or which $ 45 million is lo 
he in south India. Many state governments had evinced interest in various projects 
being planned by the company though none has been short-lisLcd so far. 

Cisco to outsource from Indian cos: Cisco Systems Inc decided to put on hold its 
plans to hire engineers globally, and instead decided to outsource its development 
requirements from Indian software companies, The company, which had reached $ 
100 billion market capitalisation in the shorlest time in global corporaLc history, 
decided Lo freeze hiring after the dot com meltdown India was Lhc only country 
where Cisco outsourced software and product development work to Inforsys, Wipro, 
and HCL Technologies. 


Source. Business India 
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TYPES OF PLANS Goals 


A plan, as defined earlier, is a 
commitment to a particular course of 
action believed necessary to achieve 
specific results. From this point of view 
there can be several types of plans. It is 
easy to see that a major programme, 
such as one to build and equip a new 
factory, is a plan. But a number of other 
courses of future actions are also plans. 
Infact, a plan can encompass any 
course of future actions, which clearly 
shows that plans are varied. They are 
classified here as goals, objectives, 
policies, procedures, rules, 
programmes, methods, and budgets. 
These can be arranged in a hierarchy 
because a higher level plan gives/ 
generates lower level plan, as presented 
in Fig. 4.1. 



Fig. 4.1: The Hierarchy of Plans 


A goal is a desired state of affairs, which 
an organisation wants to realise. Goals 
are collective ends towards which 
organisations direct their energies and 
activities. Goals legitnnise the role of 
an organisation in a society and provide 
a motive for its activities. For example, 
the goal of an automobile company can 
be to provide low cost, economic and 
quality automobiles to the public. 
Goals may be short term or long term 
in nature. Short term goals are 
supposed to support and merge into 
long term goals. 

Objectives 

Objectives are the ends towards which 
activity is aimed. They are the results 
to be achieved. They represent not only 
the end point of planning but also the 
end towards which organising, staffing, 
leading, and controlling are aimed. 
While enterprise objectives are the basic 
plan of the firm, a department may also 
have its own objectives. As far as 
possible, objectives are expressed in 
quantitative, measurable, concrete 
terms, in the form of a written statement 
of desired results to be achieved within 
a given time period. To be more 
specific, objectives need to meet five 
specifications. An objective should 
(i) relate to a single specific topic, it 
should not be stated in the form of a 
vague abstraction; (ii) relate to a result, 
not to an activity to be performed, the 
objective is the result of the activity not 
the performing of the activity; (iii) be 
measurable and stated in quantitative 
terms whenever feasible; (iv) contain a 
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Examples of Goals and Objectives 


Goals 

• Improve product quality, 

• Improve communication, 

• Improve social responsibility, 

• Improve sales of de tergent powder 

time deadline for its achievement; and 
(v) be challenging but achievable. 
Examples of corporate goals and 
objectives are given above . 

Policies 

A policy specifies the organisation’s 
general response to a designated 
problem or situation. For example, 
McDonald’s has a policy that it will 
not grant a franchise to an individual 
who already owns another fast food 
restaurant. Likewise, a school 
admission office might establish a 
policy that admissions will be 
granted only to those applicants who 
have a minimum score of 60 per cent 
marks. 

There are many types of policies 
Examples include policies of hiring 
only university trained engineers or of 
encouraging employee suggestions 
for improved cooperation, promoting 
from within, conforming strictly to a 
high standard of business ethics, 
setting competitive prices, or insisting 
on fixed, rather than cost-plus, 
pricing. 

Policies are plans in that they are 
general statements or understandings, 


Objectives 

• Reduce qualify rejects to 2 per cent, 

• Hold weekly staff meetings and 
initiate a newsletter to improve 
communication, 

• Hire 50 hard core employed each 
year; 

• Increase sales of detergent powder by 
3 per cent ever 

which guide or channel thinking in 
decision-making. Not all policies are 
“statements”; they are often merely 
implied from the actions of managers. 
The president of a company, for 
example, may strictly follow — perhaps 
for convenience rather than as policy 
— the practice of promoting from 
within, the practice may then be 
interpreted as policy and carefully 
followed by subordinates. 

Policies ordinarily exist at all levels 
of the organisation, ranging from major 
company policies through major 
department policies to minor policies 
applicable to the smallest segment of 
the organisation They may be related 
to functions such as sales and finance 
or merely to a project such as the 
design of a new product to meet a 
specified competition. Since, policies are 
guides to decision-making, it follows 
that they must allow for some 
discretion, otherwise they would be 
rules. 

Policy is a means of encouraging 
discretion and initiative, but within 
limits. The amount of freedom will 
naturally depend upon the policy and 
in turn will reflect position and authority 
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in the organisation. The president of a 
company with a policy of aggressive 
price competition has a broad area of 
discretion and initiative m which to 
interpret and apply this policy. 


followed m particular circumstances. 
For example, the admission clerk in a 
school might be told that when an 
application is received, she/he should 
(i) set up a file for the applicant, (li) add 


Goals and Objectives of Reliance Group of companies (1998) 

Ambani’s Management Goals 

• Build a core-team of young, multi skilled, globally oriented managers to lead the 
group, 

• Entrust complete operational freedom Lo empowered executives sharing Lhc 
corporation vision; 

• Create a framework that shuns hierarchical structures and uses teams to 
accomplish tasks speedily; 

• Replace the ad hoc methods of the past with systems that can be followed 
independent of individuals. 

Ambani’s Objectives 

• Cross the Rs 30,000 crore mark m turnover terms by 2000 AD, 

• Lead the world in the Integrated manulacture of the chain from naphtha to 
textiles; 

• Complelc the world’s largest naphtha cracker plant in record tune and it stands 
achieved, 

• Climb to Global No 1 slot in Lhe integrated manulacture polyethylene 
terephthalate (PET), 

• Challenge the status of the $26.95 billion AMOCO of the US as the world’s 
largest paraxylenc producei, 

• Storm into ranks of the top three manufactures of puriterephthalic acid (PTA) 
worldwide; 

• Operate the country's largest petroleum refinery 


Procedures 

Procedures arc plans that establish 
required steps of handling future 
activities. They are guides to action, 
rather than to thinking, and they detail 
the exact manner in which certain 
activities must be accomplished. They 
are chronological sequences of required 
actions. It outlines the steps to be 


test score records, transcripts, and 
letters of reference to the file as they 
are received; and (lii) give the file to 
the appropriate admission officer 
when it is complete. McDonald’s has 
a procedure explaining exactly how 
Big Macs are to be cooked, how long 
they can stay in the warming rack, and 
so forth. 
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Procedures often cut across 
department lines. For example, in a 
manufacturing company, the 
procedure for handling orders will 
almost certainly involve the sales 
department (for the original order), the 
finance department (for acknowledg¬ 
ment of receipt of funds and for 
customer credit approval), the 
accounting department (for recording 
the transaction), the production 
department (for the order to produce 
goods or authority to release them from 
stock), and the traffic department (for 


policies Company policy may grant 
employees vacations; procedures 
established to implement this policy 
will provide for scheduling vacations 
to avoid disruption of work, setting 
methods and rates of vacation pay, 
maintaining records Lo assure each 
employee of a vacation, and spelling 
out the means for applying for a 
vacation. A company may have a 
policy of shipping orders quickly; 
particularly in a large company 
careful procedures will be necessary 
to ensure that orders are handled in 


Difference Between Policies and Objectives 


Policies 

• Policies are guidelines which 
facilitate the achievement of 
objectives predetermined, 

• Policies determine how the work 
is to be done, 

• Policies prescribe the mode and 
the manner in which objectives 
can be achieved, 

• Policies are formulated at the top 
level, middle level and lower level 
management. 


Objectives 

• Objectives are the ends towards 
which all activities of the 
enterprise are directed; 

• Objectives determine what is to 
be done; 

■ Objectives are the endpoints of 
planning, 

• Objectives are determined by the 
owners or top management of the 
business. 


determination of shipping means and 
route). In such a case, procedure may 
be descnbed about how the sales order 
is executed so that all the departments 
get information automatically about the 
execution of the order 

Let us look at a few examples of the 
relationship between procedures and 


a specific way. Company policy may 
require that the public relations 
department clears its employees’ 
public utterances; to implement this 
policy, managers must establish 
procedures for obtaining clearance 
with minimum inconvenience and 
delay. 
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Difference Between Policy and Procedure 


Policy 

• A policy is a guide to thinking and 
step to decision making; 

• It is derived from objectives of the 
enterprise; 

• It is flexible, 

• It leaves some scope for the 
manager’s discretion, 

• It is expressed in the form of a 
general statement. 

Rules 

Rules spell out specific required actions 
or non-actions, allowing no discretion. 
They are usually the simplest types of 
plan People frequently confuse rules 
with policies or procedures. Rules are 
unlike procedures in that they guide 
action without specifying a time 
sequence In fact, a procedure might be 
looked upon as a sequence of rules. A 
rule, however, may or may not be part 
of procedure For example, “No 
Smoking” is a rule quite unrelated to 
any procedure, but a procedure 
governing the handling of orders may 
incorporate the rule that all orders must 
be confirmed the day, I hey are received. 


Procedure 

• A procedure is a guide to action, it 
contains steps to be taken in a 
chronological order; 

• It is laid down to implement some 
policy; 

• It is more or less rigid 

• It gives no discretion to person 
concerned with its implementation; 

• It is expressed m more specific terms. 

This rule allows no deviation from a 
stated course of action and in no way 
interferes with the rest of the procedure 
for handling orders. It is comparable to 
a rule stating that all fractions of weight 
of over half an ounce are to be counted 
as a full ounce. The essence of a rule is 
that it reflects a managerial decision that 
some certain action must or must not 
be taken. For example, each McDonald’s 
restaurant has a rule, prohibiting 
customers from using its telephones. 
Similarly, school admission office might 
have a rule stipulating that if an 
applicant’s file is not complete two 
months prior to the beginning of the 
session, the sLudent cannot be admitted 
until the next session 


Difference Between Policies and Rules 


Policies 

• A general statement, 

• Guide to decision making; 

• Lay down management altitude; 

• Flexible may have some exceptions, 

• Provide discretion during 
implementation. 


Rules 

■ The most specific statement; 

■ Guide to behaviour; 

• Indicates what should or should 
not be done; 

■ Rigid, no exceptions or deviations; 

• Provide no scope for discretion 
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Rules and policies can be and desired lines to prevent confusion 
disting uis hed. The purpose of policies and ad hocism and to ensure economy 
is to guide decision-making by and efficiency. Methods provide 
marking off areas in which managers detailed and specific guidance for day 
can use their discretion. Although rules to day action. Methods are helpful in 
also serve as guides, they allow no the simplification, standardisation and 
discretion in their application Many systematisation of work. They serve as 
companies and other organisations unifonn norms to guide and control 
think they have policies when they operations and performance. Standard 
really have spelled-out rules The result methods represent the best way of 
is confusion as to when people may use performing jobs. A me thod prescribes 
their own judgment, if at all. This can the manner of performing a task 
be dangerous. Rules and procedures, Therefore, it is helpful m the use of a 
by their very nature, are "designed to procedure with minimum use of time, 
repress thinking; we should use them money and efforts. A method is more 
only when we do not want people in an limited in scope than a procedure It 
organisation to use their discretion. is one step of a procedure. 

Methods Programmes 

Methods are formalised and Programmes are a combination of goals, 
standardised way of accomplishing policies, procedures, rules, task 
repetitive and routine jobs. For assignments, steps to be taken, 
example, there are various methods of resources to be employed, and other 
calculating value of stock such as LIFO, elements necessary to cany out a given 
FIFO, standard price or cost or market course of action. They are ordinarily 
value whichever is less Now business supported by budgets. They may be as 
firms can select any of the methods for major as an airline’s programme for 
valuation of its stock. They are designed acquiring a Rs 2,000 crore fleet of jets 
to keep operations running on planned or the 5-year programme embarked 

Difference Between Rules and Methods 

Rules Methods 

• Taboos and norms; • Standard ways of doing things; 

• Seeks to ensure discipline; • Seeks to increase efficiency of operations, 

• No standardisation required, • Standardisation is essential; 

• Based on common sense, objectives; • Based on research and analysis; 

• Penalty attached to violation; • No penalty for violation; 

• Regarded as official and authoritative, • Regarded as logical or rational; 

• Associated with control; • Not associated directly with control, 

• Relate to behaviour of Individuals and* Relate to physical and other tasks 
groups. 
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upon by the Hindustan Motor 
Company several years ago to improve 
the status and quality of its thousands 
of foremen. Or there may be as minor 
as a programme formulated by a single 
supervisor to improve the morale of 
workers in a spare parts manufacturing 
department of a farm machinery 
company. 

A primary programme may call for 
many supporting programmes. In the 
case of the airline mentioned above, the 
programme for investing in new jets, 
involving many crores of rupees for the 
purchase of the aircraft and the 
necessary spare parts requires many 
supporting programmes if the 
investment is to be properly used. A 
programme for providing the 
maintenance and operating bases with 
spare parts and components must be 
developed in detail. Special 
maintenance facilities must be 
prepared and maintenance personnel 
trained Pilots and flight engineers must 
also be trained; if the new jets mean a 
net addition to flying hours, flight 
personnel must be recruited. Flight 
schedules must be revised and ground 
station personnel trained to handle the 
new airplanes and their schedules as 
service is expanded to new cities in the 
airline’s system. Advertising progra¬ 
mmes must give adequate publicity to 
the new service. Plans to finance the 
aircraft and provide for insurance 
coverage must be developed. These and 
other programmes must be devised and 
implemented before any new aircraft are 
received and placed in service 

Furthermore, all these programmes 
call for coordination and timing since, 


the failure of any part of this network 
of supporting plans means delay for the 
major programme as well as 
unnecessary costs and loss of profits. 
Some programmes, particularly those 
involving hiring and training of 
personnel, can be accomplished too 
soon as well as too late; needless 
expense results when employees are 
available and trained before their 
services are required. 

Budget 

A budget is a statement of expected 
results expressed in numerical terms. 
It may be referred to as a “numbered" 
programme. In fact, the financial budget 
is often called a “profit plan.” A budget 
may be expressed either in financial 
terms or in terms of labour hours, units 
of product, machine hours, or any other 
numerically measurable term. It may 
deal with operations, as the expense 
budget does; it may reflect capital 
outlays, as the capital expenditures 
budget does, or it may show cash flow, 
as the cash budget does. Budget is also 
a control device. However, making a 
budget is clearly planning. The budget 
is the fundamental planning instrument 
in many companies. A budget forces a 
company to make in advance — 
whether for a week or 5-years — a 
numerical compilation of expected cash 
flow, expenses and revenues, capital 
outlays, or labour or machine-hour 
utilisation. The budget is necessary for 
control, but it cannot serve as a sensible 
standard of control unless it reflects 
plans. A typical sales budget of an 
organisation is exhibited on next page. 
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A typical Sales Budget at the Year Ending 31 December , 2003 


Product and Area 

Unit Sales (Volume) Unit Selling Price 

Rs 

Total Sales 

Rs 



Product A 




Area 1 

26,000 


10 


2,60,000 

Area 2 

15,000 


10 


1,50,000 

Area 3 

20,000 


10 


2,00,000 





Total 

6,10,000 



Product B 




Area 1 

30,000 


15 


4,50,000 

Area 2 

20,000 


15 


3,00,000 

Area 3 

22,000 


15 


3,30,000 





Total 

10,80,000 


Process 

Planning is not an event rather it is a 
process consisting of many steps. These 
steps may vary from situation to 
situation however, the following steps are 
common in the formulation of a plan. 

(i) Define organisational 
objectives' Since planning focuses on 
how the management system will reach 
specific objectives, a clear objective of 
organisation is necessary for planning 
to begin with. In essence, objectives 
stipulate those areas in which 
organisational planning must occur. 
For example, Ramco company took over 
the sick Shyamco Company, maker of 
household appliances. The first task of 
the management is to develop a plan 
for turning the company around. They 
knew that they had to set some 
objectives and quickly because the 
company was rapidly losing cash As 
objectives, they knew that within one 


year they had to make the company 
profitable, reduce expenses by at least 
20 per cent, and decide which products 
to keep and which to discard. 

(iij List alternative ways of 
reaching objectives ■ Once 
organisational objectives have been 
clearly stated, a manager should list as 
many available alternatives as possible 
for reaching those objectives. For 
instance, alternatives may be market 
development, product development, 
strategic alliance, joint venture and so on. 
This is the stage where all possible 
alternatives are explored without going 
into the merits or demerits of the 
alternatives. 

(iii) Develop premises on which 
to base each alternative : To a large 
extent, the premises, or assumptions, 
on which the alternative is based, 
determine the feasibility of using any 
one alternative to reach organisational 
objectives. For example, a manager 
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Planning at Hindustan Lever Ltd 

At HLL, managers have worked out a complete game-plan for implementing TPM 
(Total Productivity Management) at their factories at Dadra and Haveli. 

Every TPM rollout follows a step-by-step process The first step consists of a 
declaration of the TPM initiative by the local management. This is important from 
the perspective that TPM, though top driven m its approach, requires tremendous 
amount of involvement from the workforce on the shop-floor to derive optimum 
results 

The second step forms the introduction stage. Here, basic knowledge on TPM is 
communicated to all employees through a TPM booklet and pocket policy cards 
TPM week was observed competitions were held for generating a TPM slogan, a TPM 
open and TPM posters to start the employee Involvement process 

The third step includes the formation of a TPM organisation structure. The 
sLrucLure at the Silvassa personal products units consisted of a steering committee 
headed by the factory manager. All managers, the TPM secretariat and pillar heads 
were members Manufacturing managers headed departmental committees 

The fourth slep included the setting up of the basic policy and targets, which 
employees could work towards As per the TPM policy, each unit draws up 
P (productivity), Q (quality), C (cost), D (delivery), S (safety) and M (morale) targets 
in line with business objectives. For example, if the business objective (corporate 
purpose) is to “meet the everyday needs of people everywhere”. This would call for 
faster innovation and timely delivery to directly influence their suits of the A and D 
targets. 

The fifth step takes TPM target setting to the next level and initiates the drafting 
of a master plan A board displays the whole process of setting targets Based on 
the factory target, the pillar target and circle target were finalised 

Every factory where TPM is implemented designs a logo to showcase iLs 
involvement with TPM 

The kick-off is the sixth and last of the initiation steps which sets the TPM 
process rolling in the entire factory. However, certain preconditions need to be satisfied 
before the kick-off to prove that TPM is indeed possible in the unit. HLL maintains a 
21-point checklist from the stage where a decision is taken to implement TPM. 

Source : Indian Management 


could generate two alternatives to 
reach the organisational objectives of 
increasing profit. The alternatives 
might be (a) increase the sale of 
product presently being produced; or 


(b) produce and sell a completely new 
product. Alternative (a) could be 
based on the premise that the 
organisation would get a larger share 
of an existing market. Alternative (b) 
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would be based on the premise that a 
new product would capture a 
significant portion of a new market 
A manager should list all the premises 
for each alternative. 


(v) Formulation of supportive 
plans: After formulating the basic plan, 
other plans are derived so as to support 
the mam plan. In an organisation there 
can be various derivative plans like 


Grasim’s Alternative Plan 


The Adilya Blrla group company, Graslm Industries is discussing another alternative 
to CDC's investment proposal in Larsen and Toubro Ltd (L & T) in case its plan to 
vertically split the diversified cement merger fails to win support. 

Graslm Industries has informally told financial institutions and the L & T 
management that they can also consider another option which envisages keeping 
60 per cent of the demerged cement company with L & Ts shareholders 

The L & T management is opposed to the vertical split proposal since, it believes 
that Grasim would then be able to take control of the cement business through the 
capital market without the parent company getting a premium. 

In a bid to block the Aditya Birla groups proposal for a vertical demerger of L & T, 
the company management is readying to drop the CDC investment plan and put its 
full weight behind the competitive bidding route to locate a strategic partner. 

The thinking within the management is that the need for a financial investor 
would cease in case a strategic partner is brought in after a structured demerger of 
the 16 million tonne cement business 

Source: The Economic Times 


(iv) Choose the best alternative for 
reaching objectives An evaluation of 
alternatives must include an evaluation 
of the premises on which the alternatives 
are based. A manager usually finds that 
the premises on which some of the 
alternatives are based are unreasonable 
and can therefore be excluded from 
further consideration. This elimination 
process helps determining which 
alternative would be best to accomplish 
organisational objectives. For example, a 
small firm may employ manual labour to 
produce furniture due to lack of capital, 
while a company may adopt mechanical 
means since, it can afford to invest 
required capital in plant and machinery 
for large scale production 


planning for buying equipment, buying 
raw materials, recruiting and training 
personnel, developing new product, etc 
These derivative plans are formulated 
on the bases of the main plan and, 
therefore, they support it. 

fvi) Put the plans into action: 
Once plans have been developed, they 
are ready to be put into action. Hie 
plans should furnish the organisation 
with both long range and short range 
direction for activity. Obviously, the 
organisation does not directly benefit 
from the planning process until this 
step is carried out. For example, if a 
company decides to promote sales 
through advertising then the company 
is expected to engage on advertising 
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agency to go ahead with advertising, 
otherwise desired results would not be 
available to the firm 

(vii) Follow up: Once a plan is put 
into action as per schedule, its 
monitoring is equally important. In 
course implementation, many 
adjustments may be required to achieve 
the given objectives. For example, if the 
sales target of an engineering company 
is to sell 1,200 refrigerators per year, 
then the company will see it that at least 
100 units are sold per month to achieve 
the yearly target on time. 

Limitation 

Planning is an important function of 
management However, planning may 
fail if the following limitations are not 
taken care of while formulating a plan. 
Some of the key limitations of planning 
are explained below: 

(i) Lack of accuracy : Planning is 
concerned with future and the future 
is uncertain Prediction about 
something for the future is also 
difficult. Any plan based on wrong 
information may not be very useful to 
the organisation. Let us suppose that 
we predict inflation rate in 2003 will be, 
say, 10 per cent, and planning targets 
have been formulated accordingly. But 
inflation rate changes during the year 
say 5 per cent. The planning target 
based on 10 per cent inflation rate 
would prove to be wrong. 

(ii) Costs: Formulation of a plan 
involves too many costs. Such costs 
may be in terms of time, money, and 
accuracy of facts. If these costs are not 


justified by the benefits derived from the 
plan it may have deterring effect on the 
enterprise. Like all other managerial 
functions expenditure on planning 
function also must justify its 
contribution to the effective and efficient 
accomplishment of the goal of the 
enterprise. 

(iii) Adverse effect on initiative: 

Many argue that planning leads to rigid 
mode of funchoning for managers. This 
has adverse effect on the initiative to be 
taken by them. For instance, due to a 
sudden change in the economic 
environment a manager may have to 
change the course of action to achieve 
the given result. But the manager 
cannot take the required initiative if it 
is not in the plan. 

(iv) Delay in actions: Planning 
requires time for thinking, analysing 
the situation and designing the final 
plan. In case of emergencies and 
sudden development of unusual 
situations, it is necessary to take on the- 
spot decisions. It is argued that such 
decisions and actions on them are 
delayed. This is because such situations 
are not aforeseen and planned for. 

(v) Psychological Barriers: There 
are some inbuilt psychological 
difficulties. For example, people have 
preference for the present as against 
future as future is relatively uncertain. 
Also planning involves change and 
adjustment to such changes. And 
people tend to resist change. 

(vi) Limited flexibility: Rigidity of 
planning mismatches the current 
performance with prevailing 
environment and thus, planning 
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suffers from inflexibility in meeting its the human factors present in the 
targets. Inflexibility may be internal as planners themselves. For example, they 
well as external to the organisation may prepare reports and instructions 

(a) Internal inflexibility: Firstly, too elaborate to be of any practical use. 
policies and programmes of the Too much time and money may be 
enterprise have to be established in spent on securing information. Follow- 
course of the preparation of the plan, up of results may be endless And in 
Once these are finalised it is difficult to this process they may refuse or be 
change them. Secondly, commitments reluctant to take risks involved in 
have to be made for long-term capital managerial tasks. 

investment. This, is done at the time of (viii) Limited practical value: 
preparing the plan. Thus, capital Some people are of the opinion that 
investment is planned for future in planning is too much theoretical to be 
terms of the forecasts made now. of any practical use. Instead, other 

(b) External inflexibility: In addition means can be used to get the desired 

to the internal inflexibility there are results by meeting the situation as and 
many external factors, which are also when they arise. Planning is more 
subject to possible changes These suitable in a stable environment rather 
relate to the political factors, labour than the volatile one that is prevailing 
organisations, technological factors, or m the developing economies, 
economic situation. These changes may The above discussion suggests 
disturb the future performance based that planning is not a substitute for 
on the plan formulated today for executive judgement but merely an aid 
tomorrow. to it. Therefore, while planning for the 

(viij Human elements ; Planning organisation, these limitations should 
suffers from certain limitations due to be kept in view to avoid its failure. 

SUMMARY 

Meaning 

Planning is the continuous process of making present entrepreneurial decisions 
systematically and with the best possible knowledge of their futurity, organising 
systematically the efforts needed to carry out these decisions, and measunng the 
results of these decisions against the expectations through organised systematic 
feedback. 

Features 

Features of planning arc Contributes to objectives; Primacy of planning; Forward 
looking; Pervasiveness; Efficiency of operations, Involves choice; Continuous process; 
and Intellectual process, 

Importance 

Planning is important since, it offsets uncertainty and change, focuses attention 
on objectives, gain economical operation, establishes coordmated efforts, encourages 
innovation and creativity, and facilitates control 
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Types of Plans 

The different types of plans are, Goals, Objectives; Policies; Procedures, Rules, 
Methods, Programmes; and budgets. 

Planning Process 

Planning process involves listing of organisational objectives, stating alternative 
ways of leaching objectives, develop premises on which to base each alternatives, 
choose die best alternative for reaching objectives, develop plans to pursue the 
chosen alternatives and putting the plan into action 

Limitations 

They are' Lack of accuracy. Costs; Adverse effect on initiative; Delay in actions; 
Psychological barriers, Limited flexibility; Human element, and Limited practical 
value 


Short Answer Type Questions 

1, Explain the features of planning 

2 Define ‘planning’. 

3 Give briefly the steps in planning 

4. “Planning is a continuous process " Comment. 

5. “Planning facilitates control". Discuss 

6. Distinguish between. 

(i) Policies and Objectives; 

(u) Rules and Methods; 

(lii) Policies and Procedures. 

Long Answer Type Questions 

1. What do you mean by planning? Bring out its implications 

2 Explain the characteristics of a sound plan. 

3 Define planning? Why planning is an important function of management? 

4. “Planning is not a guarantee of success of a business.” Comment. 

5, “Planning is a continuous process’ State and explain the various steps of 
planning process. 

6 “Planning is beneficial to all". Explain in brief the benefits of planning function 
of management 



Organising 


5 

CHAPTER 


LEARNING OBJECTIVES 

After studying this chapter you will be able to- 

• define organising, 

• appreciate the importance of organising, 

• elaborate the steps m the process; 

• describe functional and divisional structures of organisation, 

• explain formal and informal organisation, 

• define delegation and decentralisation, 

• appreciate the importance of delegation and decentralisation, 

• differentiate between delegation and decentralisation. 


A Cuba bom immigrant who ansmered a newspaper advertisement has made his u>ay 
to the top of one of the highest corporate ladders in America Roberto Goizuetta has 
taken the Coca-Cola Company into a “This is it" era, revamped its management, and 
forged the firm into the entertainment business — all in less than two years. The 
ifl yarn nlrl Coin :ct*n has a history of being a doer; but in his role as chief executive 
''.'.'if rr ai.tl chajmiir, of Coke, he must be thinker — a business philosopher carefully 
mapping out the grand scheme 

"Roberto's Intellectual approachtoproblemsolving is sometimes deceptive, because 
those who don’t know him occasionally assume he could fall into the category ofpeople 
who do more thinking than doing" said, one long time business associate. 

Goizuetta began his career with the firm in 1961 as a chemist In 1981 he was 
named chairman of the board and chief executive officer. Since that time, he has taken 
the top Job and restructured it, He has dispersed power to subordinates, and Coke 
leader say that he has recharged a tradition bound corporate Institution, 

“The feeling is one of exhilaration," Goizuetta said in a recent interview “Frankly, 1 
did not think it would be so much fun," He is called a motivator and says that he 
believes the key to success getting the bestpeople to handle that 

responsibility and then re ,'i . ■ • iay of one-man band is gone.” said 

Goizuetta 
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The executive in action just described 
believes strongly that defining 
responsibility, delegating authority and 
establishing relationships among 
various positions plays an important 
role in the success of the business. 
Organising function of management 
follows the planning function. Once the 
plans and objectives have been laid 
down, management has to identify and 
establish productive relationships 
among various activities and resources 
required for implementing plans. For 
instance an entrepreneur aims at 
earning at least 25 per cent, return on 
her investments by trading in computer 
stationery m Northern states of India. 
After setting up plans and objectives, 
she must identify the type and volume 
of activities relating to sales, 
procurement, storage, transportation 
etc. needed for the purpose. She must 
group various activities into jobs and 
determine interrelationships among 
them, how supply older shall be 
procured, how they shall be expected 
in coordination with its procurement, 
storage and transportation etc. As she 
Is performing these tasks, she is doing 
organising function. In the present 
chapter we shall study meaning and 
importance of organising, steps involved 
in the process of organising. 
Organisation structure and the process 
of delegation and decentralisation. 

Meaning 

Organising refers to the process of 
identifying and grouping various 
activities and bringing together 


physical, financial and human 
resources and establishing productive 
relations among them for the 
achievement of specific goals. 
Organising thus, involves finding out 
the det ailed sets of activities, grouping 
them into jobs and then further 
grouping these jobs into sections and 
departments In addition, organising 
is concerned with establishing inter¬ 
relationships amongst jobs, sections, 
departments and positions. In a 
practical sense, organising function 
results in a system of specialised, 
coordinated jobs and a structure of 
task and authority relationships; it is 
concerned with creating and then 
establishing inter-relationships 
between different parts, positions and 
jobs in an organisation. The organising 
function results in creation of 
organisational structure, which depicts 
how various tasks and activities, are 
grouped and how they are related to 
each other through authority- 
responsibility relationships. It provides 
the foundation as also the framework 
within which an organisation functions. 
As a framework the organisation 
structure focuses on creation of jobs 
and positions, formulation of rules, 
procedures and roles, as well as degree 
of accompanying authority. The 
structure of organisation thus 
regulates, coordinates and reduces 
uncertainty in the behavior of people. 
The aim of organising is to enable 
people to work together for a common 
purpose. The organised group of people 
in a collective sense is known as 
organisation 
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Mix People Up 

Lieutenant General Ronald T Kadish is the director of the Missile Defense Agency 
(MDA) m the US Department of Defense. The MDA is responsible for acquiring 
ballistic missile drench system for the US armed forces. 

One of the surest ways to get a job, done more innovatively is, quite simply, to 
reorganise frequently. When you put people into a new structure, it stimulates 
them to rethink what they’re doing on a day to day basis. 

I've reorganised the MDA on a major scale twice in less Lhan two years. Why? 
We needed to transform ourselves from an organisation dedicated to scientific 
experimentation to one focused on the design and acquisition of weapons The 
technologies we’ve been working on for two decades had become sufficiently matured 
that we could actually start developing effective system, and the geopolitical 
environment had changed to the point where we had a mandate to move forward. 


We needed to orient people towards a new 
that. 


Process 

An important objective of organising 
function is to enable people to work 
together with maximum role clarity, 
coordination and cooperation. 
Organising function is visualised as a 
process of breaking down an overall 
task into individual jobs and putting 
them back together m units and 
departments. Organising process 
involves the following steps: 

(i) Division of work: First step in 
organising is to divide the total work to 
be done into specific activities. The 
activities are then grouped into jobs 
such that each job consists of certain 
similar tasks, which can be carried out 
by an individual. That is to say, first 
step in organising involves dividing the 
total work into sets of activities called 
jobs. 

This essentially relates to designing 
the jobs specifying what each of these 
jobs will do and get done. Each job 
consists of specialised tasks and 
objectives of the organisation. 


goal and reorganising was one way to do 
Source. Indian Management 

Such division of work into jobs is 
necessary because one individual 
cannot perfomi the entire work Further 
it facilitates specialisation of work and 
skills. You can observe this aspect of 
organising as you visit a bank where 
you can see individuals doing different 
jobs: cash clerk accepting and giving 
cash; saving accounts clerk and 
current accounts clerk accepting and 
verifying cheques of customers and 
entering the records of transactions in 
the computers, loan officers processing 
loan applications and sanctioning 
loans etc. 

(ii) Grouping jobs and depart- 
mentation: The second step in 
organising is to combine or group 
similar or related jobs into larger units 
called departments, divisions or 
sections. This grouping process Is 
called departmentation. Work divided 
into jobs is combined to achieve 
coordination and to facilitate unity of 
effort. The departments or units so 
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created are linked together on the basis 
of their interdependence. 

There are various ways in which 
jobs may be grouped into department. 
One way of grouping is on the basis of 
functions, which an organisation 
undertakes to achieve its objectives. For 
example, the functions of a business 
enterprise are manufacturing, 
marketing, financing, etc. Accordingly, 
departments are created for these 
functions. A second way is to group 
activities and jobs on the basis of type 
of products manufactured by the 
enterprise. For example, an enterprise 
manufacturing textiles, cosmetics and 
foods may establish separate divisions 
for these products under the control of 
head office. Thus, jobs are grouped to 
make departments, however each 
department may consist of various 
sections. 

(iii) Establishing authority 
relationships: The third step in the 
process of organising is the creation of 
authority relationships among the job 
holders or job positions. In effect, the 
various members of the organisation, 
who perform the jobs, are linked by 
authority responsibility relations 
through the process of organising. It 
specifies who is accountable to whom. 
In other words, an authority structure 
is created in this step 

The authority structure creates 
superior-subordinate relationships as 
well as channels of communication. For 
instance, suppose that the owner of a 
small business has just employed two 
persons respectively look after 


marketing and production work The 
owner must decide whether marketing 
manager will report to the production 
manager or the production manager 
will report to the marketing manager 
or each will report to the owner and 
communicate through him. Deciding 
such issues involves establishing 
reporting relationships. In fact, this step 
is concerned with clarifying the chain 
of command. Suppose in the above 
example, the owner decides to sell the 
product in four states of North India. 
For this purpose, he appoints one 
marketing manager for each state. They 
report to him directly. Each of these 
managers is given four sales executives 
to carry out this task of obtaining 
orders and collecting sales revenues 
from customers. Here, a chain of 
command develops in which sales 
executives report to marketing 
managers who in turn report to the 
owner. Also, we can see that there are 
different levels of authority. Authority 
in this context means right to take 
decisions without having to obtain 
approval from a supenor. The owner has 
maximum authority followed by 
marketing manager and sales 
executives. 

Thus, chain of command implies 
that there are different levels of 
authority. The levels of authority are 
called hierarchy. The term hierarchy 
implies a definite ranking order. In a 
hierarchy, the ranking of managerial 
positions is done by giving different 
degrees of authority to different 
positions. Top managerial positions 
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WIPRO — Organising W*th a Difference 

Premjl hired Wipro's first quality assurance manager, who reporier' directly Lo the 
CEO “The quality assurance manager could overrule the lacTorv inanagei,". That 
commitment hasn't changed. Five months back, Wipro hired GE’s Six Sigma head 
as corpoiate vice-president to determine Wipro's quality standards. Predictably, he 
reports to Premji. 

Former Wipro-ties also believe that Wipro is respected because it is among the 
few organisations that truly nurture independent thinking A manager, who as 
part oi Wipro lniotech was involved only in domestic hardware and software 
rna .'k nance. He had been repeatedly pitching tor Premji’s permission to export 
*mU elded software, which Premji repeatedly denied. In one meeting, the manager 
filled his ground. Premji finally relented Today, embedded software is one of 
Wipro’s greatest strengths 

At Wipro, the space for dissent and independent thinking is unbelievable It’s 
usualh dilhci it to listen to thousands of views. Co It’s n culture shock to me to sec 
how much dissent exists and Is listened to.’’ 

The organif ation has encouraged entrepreneurship by cross-tcrulisation of talent 
and fostering diversity, 

Source Business World 


have more authority than middle and 
lower managerial positions Authority 
flows from the top managerial position 
to the middle level and below it in a 
graded manner. As it flows downward, 
it decreases its content gradually 


management activity derives its 
importance from the fact that it leads 
to creation of organisational structure. 
The term organisational structure may 
be defined as a system of job positions, 
the roles assigned to them and the 


Don’t Innovate, Solve Problems 

Esther Design is the chain an ol New York-based ED venture-Holdmgs and the 
author of Release 2 0 a D( sign Tor Living In the Digital Age She is an active 
investor m a ad nser to a wid\ range of young IT companies in the United States and 
Europe 1 

f question the assumpt.on that companies should try to inspire innovation. 
t don’t try tc, encoui ige creativity for creativity’s sake; instead, I tiy Lo encourage 
creative solutions to real problems Innovation is good only if it’s useful Some 
t oinpames reorganise every six months just Lo do something different. What they 
r jf lly need is better internal communication, noL a new reporting structure. 

Source: Indian Management 


Importance ' ■ 

The process of organising leads to the 
creation of the structure of an 
organisation. Organising as a 


authority relationships among the 
various positions. The structure 
provides a basis or framework for 
managers and other employees for 
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performing their various functions The 
structure also facilitates workflow in the 
organisation. The organisational 
structure looks like a pyramid with a 
narrow top and broad bottom. 

Tire functions of organising and that 
of organisation are important in several 
ways, which are outlined as follows: 

(i) Specialisation: In the process 
of organising care is taken to see that 
the activities are grouped into compact 
and convenient jobs These are also 
grouped on the basis of similarity. 
Organising thus promotes 
specialisation, speedy performance- of 
tasks and efficiency. 

(it) Role clarity: The jobs of 
managers and non-managers are 
clearly defined and differentiated. What 
tasks and activities shall be carried out 
at a particular job is clearly spelt out 
quite often in a written document called 
job description. It clarifies what role a 
person managing the job is supposed 
to perform. It helps to remove 
duplication of work. It also helps the 
process of looking for and selecting the 
employees and fitting the right person 
to the right job. 


(iii) Clarifies authority and 
responsibility: The process of 
organising provides a clear cut 
definition of authority enjoyed by each 
manager and his jurisdiction of activity. 
Each manager knows whom can we 
order and for which tasks. Further 
eveiyone in the organisation knows 
what one is responsible for. It minimises 
conflict and confusion about the 
respective powers and privileges of 
managers. 

(iv) Avoiding duplication of 
work: Organising helps in avoiding 
duplication of work an d overlapping in 
responsibilities among various 
employees and work units. This is 
because specific jobs are assigned to 
individuals and work groups. 

(v) Coordination: Organising 
serves as a mechanism for unification 
of efforts of people. Harmony of work 
is brought about by higher level 
managers exercising their authority 
over interconnected activities of lower 
level subordinates. 

(vi) Source of support and 
security: Organising is a source of 
support, security and satisfaction to 


Creating The Right Structure 

A few months ago, when Marlco Industries managing director Harsh Marlvala 
reconstituted his board, he put structure ahead of directors Marico identified tour 
critical areas where independent directors could contribute — FMCG strategy, 
entrepreurial wisdom, technology and finance. It was only later that Marico went 
around looking for independent directors who could fill these slots. This approach 
is a welcome departure from the practice of finding the directors first (mostly trophy 
names) and then trying to figure out how to use them on board. The lesson — 
structure and balance of the organisation is as important as the people on it. 

Source- Business World 
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managers and employees in 
performing their assigned tasks. It 
recognises the relative status levels of 
members; each one of the members 
enjoys a definite status and position 
in the organisation. 

(vii) Adaptation: Organising 
function when becomes manifest in 
organisational structure adapts itself to 
various changes. For instance, if the 
jobs are well defined, the work is not 
affected adversely when one person 
leaves the job and the other takes over, 
A person may be promoted, or may 
retire or resign. Soon another person 
takes up the job. The system of jobs, 
departments and authority enables the 
work to be done irrespective of people 
moving in and out of the jobs in the 
organisation. 

Structure 

The process of organising leads to the 
creation of the structure of an 
organisation. The term organisation 
structure may be defined as a system 
of job positions, the roles assigned to 
them and the authority relationships 
among the various positions. The 
structure provides a basis or framework 
for managers and other employees for 
performing their functions. While 
building an organisational structure, 
there are many considerations to be 
kept in mind which are explained 
briefly here. 

(i) Job design: Since the manager 
has to get jobs done, he must specify 
what activities and related tasks are 
contained in each of these jobs. What 


each individual must do to contribute 
to the organisations overall task and 
objectives is an important managerial 
decision. 

(ii) Departmentation: Once the 
jobs are defined they are to be grouped 
together to form a department 
Coordination of different jobs becomes 
much easier if similar jobs are under 
one department and one manager. 
There maybe production, finance, and 
marketing departments. 

(iiij Span of control: After 
departments are formed how many 
people and jobs one person is managing 
is the next decision. The manager is 
made responsible for coordinating a 
particular number of jobs, which is 
called span of control. This also clarifies 
the chain of command and establishes 
who will report to whom. Some jobs are 
veiy specialised and require a great deal 
of interaction between the manager and 
his subordinates. 

(iv) Delegation of authority: Since 
jobs have been assigned then some degree 
of authority is required to get the job 
completed. This degree of authonty is the 
crucial decision. For example if the sales 
manager has ten sales representatives 
working under him, then each sales 
representative should have the 
appropriate authority to decide upon 
delivery dates, discount limits etc. Every 
decision need not require the approval of 
the sales manager. The power given to 
the sales representatives establishes a 
pattern of authority, which is well 
defined. 

Management scholars and 
practitioners have developed different types 
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of organisational structures to suit 
diverse needs of companies. The two mosL 
commonly found forms are functional 
and divisional organisational structures. 

Functional Structure 

The functional structure as the name 
suggests is formed by grouping together 
the entire work to be done into major 
functional departments. That is to say 
all related work of one kind is placed in 
one organisation part under one 
coordinating head In functional 
organisational structure each major 
function of business is organised as a 
separate department. For example, 
production, marketing, finance, and 
personnel are regarded as essential 
functions for a manufacturing 
enterprise. In case of retail store, 
purchase, sales, and warehousing are 
the major functions. The major 
functions may be further divided into 
sub-functions For example, 
production department may further be 
divided into stores department, 
assembly department, quality control, 
repairs and maintenance. Within each 
department, work can be divided into 
different sections and subsections. 
Within each section work can be 
organised from top to bottom by 
entrusting the work to lower levels. 
These organisations take the pyramidal 
shape. 

This approach has many 
advantages. First, an expert can 
manage each department since, all the 
jobs performed are specialised activities 
and require specialists. Thus, making 
possible, efficiency in operations. 


Second, supervision is facilitated since, 
an individual manager becomes 
familiar with related tasks and activities. 
Third, coordination within the 
department is easier since, all are 
specialists and understand the perfect 
nature of job involved 

On the other hand it has its 
disadvantages also. First, since, 
specialists are working in their 
respective areas they may not be able 
to see the perspective of the 
organisation as a whole. The 
production department may be so 
involved in producing a quality product 
without regard to the fact that it might 
not have a demand m the market. The 
organisational objectives then suffer 
and become difficult to accomplish. 
Secondly, as organisations grow, 
departments may also become too large 
which may lead to difficulty in 
coordination and delay in decision¬ 
making. Thirdly, managers may try to 
build their own functional empires 
leading to conflicts. Finally, it becomes 
difficult to hold a particular department 
accountable for any problems or issues 
that may arise. For example, if sales are 
declining, then who is responsible, the 
marketing department or production, 
department for not producing quality 
products is difficult to determine. 

i ‘ 

Divisional Structure 

In many large diversified organisations 
activities and personnel are grouped on 
the basis of different products 
manufactured, This allows personnel to 
develop total expertise in researching, 
manufacturing, and distributing one 
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product line. The top management is 
able to efficiently coordinate all activities 

Within each of these product groups 
there will be production and marketing 
personnel. Since, group executives 
coordmate the sales, manufacture and 
distribution of a product, they become 
wholly responsible for its division's 
profit also. 

This form of structure has It’s 
advantages also. First, all activities 
associated with one product or product 
group can be easily integrated and 
coordinated. Second, decision-making 
is faster and effective. Third, the 
performance of individual products or 
groups can be assessed easily and 
objectively, thereby improving 
accountability of departments. 

This has two major disadvantages 
also. First, each division must have all 
resources and types of jobs necessary. 


i.e. relatively independent divisions 
have Lo be created. This gives rise to 
duplication of effort among its division. 
Second, managers in each department 
focus on their own product without 
thinking of the rest of the organisation. 

Formal and Informal Organisation 

The formal organisation is designed and 
established by management. It is 
officially set up to achieve certain goals. 
It is a system of clearly defined activities 
and relationships, which are intended 
to divide and integrate the activities of 
the organisation. Formal organisation 
clearly spells out what a particular job 
or position will do It is a consciously 
designed structure of roles. The formal 
organisation is characterised by well- 
defined jobs each having definite 
objectives authority and responsibility. 


Organisation at Godrej 


Godrej Consumer Products chairman started an exercise to so split the erstwhile 
Godrej Soaps Into two companies, Godrej Consumer Products and Godrej Industries. 
“We realised that the demerger was an opportunity to create a board-dr iven culture,” 
says Godrej. 

After the demerger, he and his management were happy with the company’s 
progress. They were confident that lire resU uclurmg had sorted most problems. The 
toilet soaps business (Rs 268 crore or 52.5 per ccnL of sales) was growing at a 
healthy 8 per cent. The hair colour business (14s 107 5 crore or 20 9 per cent of 
sales) was doing much better with a growth oi 17 per cent from the management’s 
point of view, everything was just fine. 

But a tew months ago, the four indcpendenl directors of Godrej met to take 
stock of the company. Their diagnosis took the Godrej team by surprise. The hair 
colour business (it was growing twice as iasi as soaps) was being under-leveraged, 
they argued as Godrej was organised on functional lines (the same marketing team 
was handling both soaps and hair colour) Recommendation. “Atomize’ and 
reorganise the company along product lines Tils would Increase focus on hair 
colour, and let it grow at full potential. Godrej agreed and is now implementing ihe 
change. Without this crucial bit of detached, independent perspective, the hair 
colour business would have suffered unnoticed, 


Source’ Business World 
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The formal organisation sets definite 
limits for the activities of the people in 
the sense that it lays down what a 
person occupying a particular job can 
do and cannot do. Definite authority 
and responsibility spell out expectations 
from a job, that is, objectives it has to 
pursue and what human and material 
resources are at its command. It 
specifies what a person has to do, from 
whom one has to take orders and with 
whom one has to work cooperatively. 

The essence of formal organisation 
is that it is consciously designed and 
officially stated. It is established by 
management, mostly top management 
of the company. Management decides 
the overall task the organisation has to 
perform. It divides it into jobs and 
different levels of hierarchy so that goals 
mission of the organisation as whole is 
achieved. 

In a formal organisation 
coordination is obtained according to 
a prescribed pattern. How two or more 
individuals, work groups or 
departments will unify the direction of 
their activities is prescribed. The lines 
of communication for this purpose are 
officially stated For example, an 
organisation may require formation of 
committees and their meetings at 
regular intervals for taking certain type 
of decisions, say which are likely to 
affect more than two departments, 
sections or work groups. Likewise, one 
person may be required to check with 
another before proceeding. 

Formal organisation is relatively 
fixed and stable in the sense that 
movement of persons in and out of the 


organisation does not affect it. Also, the 
formal organisation, as manifest m 
organisational structure, does not 
change" frequently. The lines of 
authority responsibility relationships 
among jobs and position as well as 
chain of command remain stable. 

Thus, the focus of formal 
organization is on prescription and 
specification. Activities, authority, 
responsibility, operating procedures 
and modes of communication all are 
prescribed. The formal organisation 
becomes manifest in organisation 
structure. 

Within the formal organisation 
members undertake the assigned 
duties in cooperation with each other. 
They interact or communicate among 
themselves in the course of their work. 
As social beings humans wish to share 
their feeling, emotions, fears and joy. 
Gradually, therefore, the employees 
develop friendly relations and form 
small social groups. These groups cut 
across formal organisation structure 
vertically and horizontally. That is to 
say, person in superior subordinate 
relationships as well as those in different 
departments can be members of these 
groups. The network of these social 
groups based on friendship is called 
informal organisation. The informal 
organisation is thus, a system of social 
relationships among the members. It 
emerges on its own in a natural manner 
within the formal organisation. 

The informal organisation is a part 
of the formal organisation, it cannot be 
separated In other words, a single 
organisation has two faces — the formal 
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and the informal. They are two aspects 
of the same organisation and are linked 
to each other. Sometimes, however, 
informal groups are created by the 
employees outside the organisation 
also to meet social needs. For example, 
they may form a club outside the 
organisation. 

Formal organisation is created by 
management for achieving organi¬ 
sational goals. Informal organisation 
originates from within the formal 
organisation to meet the cultural and 
social needs of members of the 
organisation. When several individuals 
work together for achieving certain 
organisational goals, they come to know 
each other’s cultural interests and 
needs. They associate informally to fulfil 
such interests and needs. For example. 


some persons may be interested m 
music and some others may have 
interest in sports. Informal groups are 
formed on the basis of common 
interests Further, organisational 
members have need for friendships and 
for social interactions, which give them 
social satisfaction. 

Informal organisation enables 
members to have social interactions 
and to derive social satisfaction. Formal 
organisation does not always provide 
an opportunity to members to 
exchange personal views and 
experiences. That is why informal 
organisation emerges m which 
members move with each other m a 
natural and normal manner. Moreover, 
it is not always possible for members 
to work and behave m a manner, 


Innovative Organisations 

David Falvey is the executive director of the British Geological Survey, which has 
its headquarters in Keyworth, Nottingham, UniLed Kingdom In 2001, the 
organisation was named to Vision 100, a listing by British Telecommunications of 
the most innovative organisations in the United Kingdom. 

When I joined the British Geological Srrvey m 1998. I found a hierarchical 
organisation structured around the various disciplines and subdisciplmes in geology, 
These had developed into competing empires, and collaboration on creative 
approaches to a customer problem was, at worst, unthinkable, and at best, forced. 

The key to spurring a wave of innovation was creating a structure and climate 
that ended the internal competition I stopped the rivalries between divisions not 
by dismantling the divisions but by eliminating people’s affiliation with them — I 
nrn‘-J a 1 ‘ki’i i\-»li i ■'mi \ pioei.i ii.:i< headed by a manager, would be responsible 
i')r.i :.u>g> o' pi -j« ■ ■ - Him 'In e-pit working on those projects would come from 
a human resource pool whose allegiance would be to the mission of the organisation 
rather than to a specific programme, 

This structural change, in addition to eliminating internal competition, height- 
ended our external competitive focus, which fostered Increased innovation Because 
the new progi amine managers no longer “own” staff members, they have to devise 
projects that are lnreicslmg enough lo attract people. Furthermore, because staff 
members don't have cnfoiced loyalties to particular groups they feel free to speak 
up with suggestions that can benefit the entire organisation 

Source Indian Management 
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prescribed by the formal organisation. 
Informal organisation serves the purpose 
of f ulfillin g the needs not satisfied by 
formal organisation. 

Distinction Between Formal and 
Informal Organisation 

The distinction between formal and 
informal organisation may be explained 
as follows: 

(i) Formation: Formal organisation 
is deliberately planned and created by 
management for conscious 
coordination of activities 

Informal organisation emerges 
spontaneously and naturally within the 
formal organisation as a result of social 
interaction among members. 

(ii) Purpose: Formal organisation is 
established to achieve die organisational 
goals like, production of goods, making 
purchases, sale of goods, and so on. 

Informal organisation originates to 
satisfy social and cultural needs and 
fulfil common interests of members for 
example — fellow feeling esteem, sense 
of belonging etc. 

(iii) Behaviour of members: In 

the formal organisation, the 
behaviour and performance of 
members are laid down and enforced 
by management. For example, formal 
organisation prescribes how much 
work should a worker do, what 
method of work he should adopt and 
what his official relationships are. In 
the informal organisations, 
standards of behaviour and 
performance are determined by the 
group norms which are evolved by 


the members through consensus. 
These norms regulate their behaviour. 
Those who do not conform to the norms 
are not allowed the membership of the 
group or are looked down upon 

Knowledge of these norms is very 
important for managers. Often these act 
as a powerful force that management 
cannot ignore. For instance, a group of 
employees at a garment factory 
subverted their supervisors’ efforts to 
increase production. They tacitly agreed 
not to increase their work pace beyond 
a certain limit. They apparently showed 
that they were working very hard but 
made sure that the output remained at 
an average level. Every employee kept 
a backup of stock to make for less 
production in case he got too far behind. 
Sometimes, these norms can be positive 
also. For example, at a fertiliser plant 
in Eastern India, the workers ran the 
plant at 125 per cent capacity for 
several months to show solidarity with 
the management 

(iv) Structure: Formal organisation 
has a clear-cut well defined structure 
which can be shown in the form of a 
chart. It has definite authority 
responsibility relations. A manager 
derives his authority from his position. 

The informal organisation has a 
loose structure in the sense that it has 
an informal leader and followers. 
Leaders derive their authority from the 
group members support. Group 
members voluntarily accept the 
authority of the leader due to his 
personal charisma, personality, job 
knowledge etc. 



108 

BUSINESS STUDIES 


Distinction. Between Formal and Information Organisation 



Basis 

Formal Organisation 

Informal Organisation 

1 

Formation 

Deliberately planned and 
created by management; 

Emerges spontaneously as a 
result of social interaction 
among people; 

2 

Purpose 

To achieve planned 
organisational goals; 

To satisfy social and cultural 
needs and fulfil common 
interests; 

3 

Behaviour of 
members 

Standards of behaviour 
and performance are 
prescnbed and enforced by 
management, 

Standards of behaviour and 
performance are evolved by 
mutual consent among 
members called group norms; 

4. 

Structure 

Has a well-defined 
structure of tasks and 
relationships; 

Does not have a clear-cut 
structure but forms a 
complex, network of 
relations; 

5 

Communication 

Formally establishes 
official lines of 

communication. 

Informal communication 
based on convenience; 

6 

Leadership 

Managers are leaders by 
virtue of their superior 
position.; 

Leaders are chosen, 

7 

Stability 

It is stable and predictable; 

Neither stable nor 

predictable; 

8. 

Adherence to rules 

Violation of rules may lead 
to penalties. 

No such punishment at the 
most social disapproval, 

9 

Interdependence 

it exists independently of 
informal organisation. 

It exist wilhm the fra men oik 
of forma! oigarusauon 


(v) Communication: In the formal their levels of authority and job 
organisation, members are required to positions. The direction and flow of 
use official channels of communication communication are fixed and 
which are based on authority and predetermined. 

responsibility relationships. Members Members of informal organisation, 
interact with each other on the basis of develop their own channel of 
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communication for interaction with each 
other. The channels of communication 
in the informal organisation are often 
compared to a ‘grapvine’. 

(vi) Leadership: In a formal 
organisation, managers are leaders of 
their work groups or units. They 
acquire the leadership role by virtue of 
Iheir appointment as manager by 
superior managers. 

In informal organisation, leadership 
is not thrust from above, it is decided 
by the members themselves. Managers 
may not be accepted as leaders of 
informal groups. Leadership m an 
informal organisation is based on 
voluntary choice and decision of 
members. The informal groups may 
have different leaders different purposes. 
Say, one to organise a picnic and another 
to negotiate with the supervisor. 

(vii) Stability and durability: The 
formal organisation is relatively more 
stable and predictable than informal 
organisation. The size, leaders and 
activities of informal organisation 
change according lo needs. The 
fonnal organisation is more stable m 
terms of authority responsibility 
relationships, types of jobs and lines of 
communication. 

(viii) Adherence to rules and 

norms : Violation of rules and 
regulations in any formal organisation 
ultimately, leads to penalties and 
punishments as prescribed in rules. 
The violation of norms in an informal 
organisation invites social disapproval 
and strictures. 

(ix) Interdependence : Formal 
organisation is created by management. 


It therefore, exists independently of 
informal organisation The informal 
organisation comes into being within 
the framework of formal organisation 
because people are able to form 
inionnal groups due to Lhe opportunity 
of being m physical proximity. This 
opportunity is provided by formal 
organisation. 

DELEGATION 

Delegation owes its existence to the fact 
that a manager cannot perform the 
entire work assigned to him alone. 01 
course, there are certain tasks which 
the manager must do himself because 
they are unique to the position he holds. 
Bui there are numerous other tasks 
which he can entrust to his 
subordinates. To do this successfully 
a manager needs lo do three things. 
First, the manager must deliberately 
and consciously entrust or assign the 
other person the tasks which the 
manager must perform as a part of his 
duty. It is lihe asking another person 
to act on behalf of the manager. After 
all it is the work that falls withm the 
area of work to be performed by the 
manager. Secondly, If the manager 
wants his subordinates to perform 
according to his expectations, he must 
give them sufficient powers to mobilise 
and command resources needed to 
accomplish the task assigned. If the 
subordinate needs to incur certain 
expenditure or employs people or buys 
equipment and materials, he must have 
freedom to do so according lo iris 
judgement, if he has to perform well. 
Thirdly, the manager must develop a 
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mechanism through which he can transferring his work to a subordinate 
make sure that the subordinate is doing manager who is not absolved of his own 
the work according to his expectations, answerability or accountability to his 
The mechanism is provided by creating superior for that work. If the manager’s 
an obligation for the subordinate to subordinate is not able to perform the 
meet certain standards so that quality delegated task he cannot take the plea 
of performance is acceptable that his subordinate was the cause of 

If these three things are ensured one poor performance. The delegating 
can expect that a manager can manager will also have to share the 
successfully entrust others with what blame for poor performance Thus, if a 
is supposed to be done or achieved by person delegates responsibility 
him. These three constitute essential (meaning work) and authority he does 
aspects of delegation. Accordingly, as not abdicate his own accountability to 
Louis Allen put it, concept of delegation the person or position from whom he 
can be described as the entrustment of received his delegation, 
work or responsibility to another for Difference between responsibility 
performance; the entrustment of powers and accountability needs to be 
and rights or authority, to be exercised; understood clearly in the conLext of 
and the creation of an obligation or understanding delegation. First, 
accountability of the person accepting responsibility and accountability are 
the delegation of work. Thus, delegation different elements or aspects of 
is the process of ent-usting responsibility delegation. Secondly, responsibility 
and authority and creating refers to work or task to be performed 
accountability of the person whom while accountability refers to 
responsibility or work has been given. answerability or obligation to perform the 
It must be noted that while work. Thirdly, while responsibility can be 
delegation involves process of delegated or entrusted to another person, 
entrusting his responsibility or work to accountability cannot be delegated, the 
a subordinate, it is not the process of manager continues to remain 
abdication. That is to say, by accountable for the delegated task. 

Delegation at Bharti Enterprises 

What has made people stay on Bharti is the amount of freedom that is given to them 
in their work. So much so that according to Sunil Mittal, he stopped signing cheques 
- some 16 years ago, a discipline that was brought in when Bharti was still a small 
company. According to Rakesh Mittal, “Why people like staying back is, one, they 
have a visionary in Sunil. Because a person who comes into an organisation has 
expectations of career growth and when you have a visionary silting at the top you 
have all-round growth. Two, the work culture Wc give a lot of independence. We 
delegate authority. We let them do whatever they want to after the budgets have been 
finalised, they can go ahead and meet the targets month after month. 


Source. Business India 
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Importance 

Delegation is an important part of the 
organising function. It is by means of 
delegation of authority Lhat the 
organisation functions. The importance 
of delegation of authority may be 
outlined as follows: 

(i) Reduces work load of 
managers: Delegation of authority 
permits a manager to share his work 
load with his subordinates. By passing 
on some of his own work to the 
subordinates, the manager is able to 
concentrate on more important aspects 
of his work. When delegation of 
authority takes place aL all levels of the 
organisation, it facilitates proper 
division of managerial work and its 
assignment to all managers in a 
systematic manner. 

(iij Basis of superior-subordinate 
relations: Delegation is the process by 
which superior-subordinate relations 
among managers are established. The 
flow of authority from the top 
management to lower levels is directed 
and regulated by the process of 
delegation. It gives meaning and 
content to the flow of authority and to 
the managerial jobs. 

(Hi) Improves managerial 
effectiveness: The manager who 
delegates can perform much more than 
the one who does not, This is because 
the manager can get some work done 
by his subordinates and is able to 
concentrate on important matters 
which need his attention, take 
appropriate decisions and act 
accordingly. The manager increases his 


own effectiveness and that of his work 
unit by enlisting the cooperation and 
skills of his subordinates. 

(iv) Motivates subordinates : 
Delegation implies grant of authority to 
the subordinates along with 
responsibility or work. As a result 
subordinates have a sense of 
recognition. Apart from getting some 
independence. They are motivated to 
work for higher performance. They are 
also likely to utilise their abilities and 
skills to do their job well. They derive 
job satisfaction because of the authority 
they enjoy and the rewards they get for 
higher performance 

(v) Facilitates development of 
managers : Delegation is a source of 
development of managers. IL opens up 
opportunities for managers to acquire 
leadership and other skills and 
competency They are required to 
exercise their authority, to handle 
situations and to solve managerial 
problems. They are also required to get 
things done by their subordinates, by 
motivating and guiding them. Through 
the experience and competency 
acquired, managers are prepared for 
taking up higher responsibilities m 
course of time. 

(vi) Facilitates organisational 
growth : Delegation at all levels of 
management facilitates the growth of 
the organisation. This is because 
division oflabour implicit in delegation 
leads to efficiency and better utilisation 
of human and material resources. It 
improves competitive edge of the 
organisation. As pointed out above, 
delegation facilitates development of 
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managers and motivates subordinates. 
These factors lead to the organisational 
development m the sense that its work¬ 
force is efficient, motivated and satisfied. 
Besides, it is able to generate more sales 
and profit due to better utilisation of 
resources. Such organisational 
development leads to opportunities for 
expansion, modernisation as well as 
diversification in the medium and long 
term. 

Elements 

The above discussion shows that 
delegation involves the process of 
entrusting responsibility and authority 
to another person and creating 
accountability. Thus, there are three 
elements of delegation. 


( 1 ) Responsibility; 

(ii) Authority; 

(in) Accountability. 

(i) Responsibility: It refers to the 
work assigned Lo a person, position or 
job. Responsibility involves all those 
mental and physical activities which 
need to be performed to carry out a 
certain duty. A manager entrusts 
responsibility to his subordinates by 
assigning them duties or tasks and 
defining the work to be carried out by 
them. Responsibility can be delegated. 
It is the first step m the process of 
delegation. 

(ii) Authority: Authority is the sum 
of powers and rights to use financial, 
material and human resources as well 
as the right to decide, act or not to act. 
Authority is needed to perform a given 


Authority — Centralised at the Top 

In the Birla group of companies various cells have been created. Each operating 
division of a company is represented on the cell and they come together to work 
towards standardising nil procedures — financial reporting, MIS — to get efficiency. 
For instance, work is done towards centralising procuring components from various 
soui ccs for groups companies, or centralising production and MIS The technology 
cell discusses all die vic'd productivity, rejections, and plant utilisation of all 
divisions Cach of ihc.se ( oils writes a report, which is placed in the corporate 
tracking cell headed by Carla These are then analysed with the CEOs of all 
companies. “Implementation is by either skill, reorganising the work, or capital 
infusion,”. “But it motivates people to perform. It gives a spirit, of competitiveness 
and respect in the organisation.” 

Monthly review meetings arc held with the CEOs where the minutes of each 
cell are discussed, iargeis are set. and financial perlormanre of the whole group is 
reviewed. Here not only the CFO, but also ihe marketing aecounLs, producUon, 
and R&D chiefs meet with Birla and review the targets, what’s been achieved, 
what’s been projected, what nnpiovcmenis have been made and what’s been done 
wrong. "It has been working quite well because everyone gets a chance to Interact, 
brainstorm cei lain problems which we me noL able lo get out of, so it is thrown to 
the members to sec if they have a way of coming out of it,”. There is greater 
interaction amongst people and this helps the company to grow,", For the Delhi 
based companies Birla travels there for the meetings, at least once in two months 

Source: Business India 
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responsibility. Without commensurate 
authority it may be very difficult and 
even impossible to carry out the work 
entrusted. 

(iii) Accountability: Accountability 
is the obligation to cany out the assigned 
tasks, duties or responsibilities. It is the 
obligation of an individual to give an 
account of how much he has completed 
his responsibility to his superior. 
Accountability is created as a 
concomitant of delegation of responsi¬ 
bility and authority. Accountability 
cannot be delegated. The person 
making the delegation remains 
accountable to his superior for his own 
work as well as the work of his 
subordinates. Accountability is always 
upward A person Is accountable only 
for that responsibility which is delegated 
to him. It is desirable that accountability 
is unitary in the sense each person is 
accountable only to one superior at a 
given point of time for a cer tain work or 
duty. Accountability incorporates the 
obligation to meet a certain minimum 
quality of performance. 

DECENTRALISATION 

Decentralisation refers to systematic 
delegation of authority at all levels of 
management and in all departments of 
the organisation for taking decisions 
and actions appropriate at the 
respective levels. In a decentralised 
organisation, authority is retained at the 
top management level only for taking 
major decisions and framing policies 
concerning the entire organisation. Top 
management also retains authority for 
overall control and coordination of the 


organisation. At the same tune, the 
middle and lower level managers are 
entrusted with authority for taking 
decisions on tasks assigned to them. 
Authority is pushed down even to the 
lowest managerial levels. 

For example, consider an 
organisation in which major decisions 
on products, lines of business, capital 
investment, etc. are made by top 
managers At the same time, the heads 
of manufacturing and other 
departments have the authority to take 
decisions on matters relating to their 
functions. The marketing manager, for 
instance, is authorised to decide on 
prices of the products, distribution 
channels, methods of advertising the 
products, and organising sales 
campaigns 

Top management does not interfere 
with his authority. But the marketing 
manager is required to keep in view the 
overall policies of the organisation while 
making decisions concerning matters 
within his authority. He is also 
accountable to the top management for 
achieving results as per the set targets 
and programme. This organisation may 
be regarded as a decentralised one. 

It should be noted that delegation 
can take place from a manager to his 
subordinate and be a complete process. 
But as Louis A. Allen states, 
decentralisation is completed only when 
Lhe fullest possible delegation is made 
to all or most of the .people who are 
delegated a specific kind of work or 
responsibility. For instance, suppose 
the managing director of a company 
delegates each of his plant managers 
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authority for producing his plant’s 
products. At the same time, he 
delegates to him, authority to hire 
workers at wages upto Rs 10,000 a 
month and to give wage increases upto 
8 per cent of basic salaries annually at 
his option. If this delegation is company 
wide, we can say there is 
decentralisation of this authority to the 
plant manager level. If the plant 
managers personally hire the workers 
and sanction the wage increases the 
decentralisation is limited. However, if 
the plant managers delegate their 
authority to hire further down the 
organisational levels allowing the 
supervisors to perform the task of 
hiring the workers and deciding the 
wage increases, one can say that this 


particular organisation is highly 
decentralised. 

If such delegation of authority to 
the fullest possible extent is 
implemented systematically in all 
departments, divisions and functions 
of the company with respect to a wide 
range of authorities, one would 
describe such a company as highly 
decentralised It is thus possible for a 
company to have high degree of 
decentralisation at some levels but not 
so at others For example, a company 
may be highly decentralised between 
the managing director and the 
functional heads like chief marketing 
manager, chief financial manager, chief 
production manager etc. But it may not 
be decentralised below the functional 


Decentralisation at UTI 

Welcome to the new world of UTI, where all decisions have been decentralised. 
Empowerment, accountability, and incentives are the buzzwords wafting across 
this 40-year old insUtuUon. This Rs 42,000 crore financial behemoth, which will 
soon become history after being ' it;.-' afi r 1 i:i‘o !v. d-UTI- 1 and UTI-2 by an act of 
Parliament, is entering the new |>' , m ih,> ,i|,.k, » nLly seems more challenging 
Radical structural changes i .nr ;. <-r 'n.i-ig, m From an organisation that 
was standing on a single pillar (chairman-centric), he made it a multiple-pillar 
organisation which can withstand severe tremors. “It’s a tripod model — 
empowerment, accountability, and incenbvisaLion,’’ explains Damodaran If you 
empower people, they will take decisions, if they take decisions then Lhey become 
accountable, and if you incentivise performance then people will take decisions 
that make commercial sense. Today all decision-making is decentralised, albeit 
with checks and balances “The biggest change I have seen in the last decade is 
empowerment, which has led to high morale There is a sense of freedom There is 
an excitement m the job," He and his 16-member team, all of whom are double 
graduates and recruited from campus, provide advisory services Lo fund managers. 

In a path breaking move, the whole front office system has been computerised 
stnee October 2002 The earlier practice of a fund manager writing a buy/sell order 
on a piece of paper which travelled up i o the chairman for approval has been dispensed 
with Besides, somebody could misuse the Information. Instead, fund managers 
and dealers have been empowered to buv/sell For this new software has been 
installed with safeguards and protocols defined. 


Source Business India 
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head level because functional heads 
have not delegated the authority 
systematically and consistently to the 
fullest possible extent down to the 
lowest managerial levels. 

Importance 

Decentralisation is a style of 
management. As against concentration 
of decision making authority and power 
at one or few places, it encourages 
transferring decision making authority 
to lowest levels of managerial hierarchy. 
Management scholars have highlighted 
its importance m many ways: 

(i) Reduction in work load of top 
executives.* In a decentralised 
organisation top executives are not 
engaged in common, day to 
day problems. Therefore, they 
have enough time to plan ahead, 
develop new strategies and concentrate 
on coordination and control. The top 
executives thus, are not burdened by 
the problems and complexities of 
administrative details. Instead, they are 
able to do what they should be doing, 
that is, providing direction to the 
organisation and developing strategic 
plans. 

(ii) Improving motivation: A 

number of research studies have 
shown that the organisational 
structure is an important force 
determining motivation of people at all 
levels of the organisation. A 
decentralised organisation improves 
motivation of employees because it 
encourages lower levels to take 
decisions without seeking approval 


from higher levels It gives employees 
a sense of importance, recognition and 
responsibility 

(iii) Improved team work: In 

decentralised organisations managers 
at different levels are given autonomy. 
Studies have shown that decentralised 
managers tend to weld their work 
group members into closely knit 
integrated teams. They make special 
efforts to seek the participation of 
subordinates in decision-making, 
have constant, open communication 
and take person interest m their 
welfare. These factors lead to superior 
team-work. 

(iv) Executive development: 

Lower level managers learn the art of 
exercising decision making authority, 
prepares them for promotion to higher 
levels. The delegated authority tends to 
provide them greater independence, 
challenge and vision for meeting 
organisational goals. This leads to 
development of future executives 

(v) Quick decision making: Since 
decision making authority is entrusted 
nearest to the point of action quick 
decision making is facilitated. Often it 
provides competitive edge to the 
company. 

ftn) Promotes initiative and 
creativity: Managers with greater 
degree of autonomy take initiative, 
develop better ingenious ways of 
doing the work. Thereby creativity 
and experimentation are encouraged. 
These attributes are likely to be 
stifled if managers have to seek 
approval from higher levels for every 
decision. 



116 

BUSINESS STUDIES 


Difference Between Delegation 
and Decentralisation 

There are several points of distinction 
between delegation and 
decentralisation of authority. They are 
as follows. 

(i) Scope: Delegation of authority 
is confined to a manager and his 
immediate subordinates in a work unit. 
It refers to entrusting the authority by 
an individual to another. When a 
managers shares authority with his 
subordinates and empowers them to 
decide and act on his behalf hi respect 
of the tasks assigned to them, we call it 
delegation of authority. 

Decentralisation of authority 
involves systematic delegation of 
authority at all levels and in all 
functions of the organisation. It is an 
extension of delegation to the lowest 
levels in the organisation. It amounts 
to pushing down authority to all 
managerial levels. Thus, decentrali¬ 
sation is wider in scope and 
consequence than delegation. 

(ii) Significance: Delegation of 
authority is required as a routine act of 
managing. It is a means of getting things 
done through subordinates. In a work 
unit consisting of the head of the unit 
and his subordinates, work is assigned 
to the subordinates so as to reduce the 
burden of the head of the unit. 

Decentralisation is a vital decision 
intended to prepare the organisation 
for handling major expansion of its 
activities. It is also necessary to copy 
with complexities of changes m the 
technological, competitive and other 


conditions in the environment. 
Decentralisation of authority provides 
greater flexibility and freedom of action 
to managers at various levels to tackle 
problems quickly and competently. 

(iii) Freedom of action : When a 
manager delegates authority to his 
subordinates, he continues to supervise 
their activities on a regular basis. He 
also exercises control over the 
behaviour and performance of his 
subordinates. 

In a decentralised organisation, the 
managers of work units have greater 
freedom of action. They are not kept 
under close supervision by Iheir 
superiors. They are required to manage 
as per the guidelines and performance 
targets sel by the Lop management. 

Delegation of authority is an 
essential aspect of managing and 
organising. An organisation cannot be 
functional without delegation of 
authority. Managers manage by 
guiding and coordinating the activities 
of their subordinates. This pre¬ 
supposes delegation of tasks and 
authority. Managers have no alternative 
but to delegate. 

Decentralisation need not 
necessarily be an essential feature of 
organising and managing. Many 
organisations are operated with little or 
no decentralisation of authority. It is a 
matter of choice and preference of the 
top management. 

The above distinction implies that 
organisation cannot function without 
delegation of authority but they can 
function without decentralisation. 
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SUMMARY 

Meaning 

Organising refers to Lhe process of Identifying and grouping various activities and 
bringing together physical, financial and human resources and establishing 
productive relations among Ihcm for the achievement of specific goals. Organising 
thus, involves finding out the detailed sets of activities, grouping them into jobs 
and then further grouping these jobs into sections and departments 

Process 

It Involves the following steps: Division olwork; Grouping jobs and deparbnentation, 
and Establishing authority relationships. 

Importance 

Organising as a management activity deiives its importance from the fact that it 
leads to creation of organisational structure Specialisation, Role clarity. Clarifies 
authority and responsibility. Avoiding duplication of work; Coordination; Source of 
support and security; and Adaptation, 

Structure 

It provides a basis or framework for managers and other employees lor performing 
their functions There are many considerations to be kept in mind for the managei 
while building an organisational structure. Job design; Departmentation, Span of 
control, and Delegation of authority. 

Functional Structure 

As the name suggests is formed by groping together ihe entire work to be done into 
major functional departments. That is to say all related work of one land is placed 
in one organisation part under one coordinating head. In functional organisational 
structure each major function of business is organised as a separate department. 

Divisional Structure 

In many large diversified organisations activities and personnel are grouped on the 
basis of different products manufactured. This allows personnel to develop Lotal 
expertise in researching — manufacturing, and distributing one product line Tire 
top management is able to coordinate all activities efficiently 

Formal and Informal Organisation 

The formal organisation is designed and established by management It is officially set 
up to achieve certain goals It is a system of clearly defined activities and relationships, 
which are intended to divide and integrate the activities of an organisation. The essence 
of fonnal organisation is Lhat it Is consciously designed and officially stated. Within 
the formal organisation, the employees develop friendly relations and form small social 
groups. These groups cut across formal organisation structure vertically and horizontally, 
That is to say, person m superior subordinate relationships as well as those m different 
departments can be members of these groups The network of these social groups based 
on friendship is called informal organisation 
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Distinction Between Formal and Informal Organisation 

It can be explained as Formation, Purpose; Behaviour of members; 
Structure, Communication, Leadership; Stability and durability. Adherence to rules 
and norms; and Interdependence, 

DELEGATION 

It owes its existence to the fact that a manager cannot perform the entire work 
assigned to him alone Of course, there are certain tasks which the manager must 
do himself because they are unique to the position he holds But there are numerous 
other tasks which he can entrust to his subordinates. 

Concept 

It can be described as the entrustment of work or responsibility to another for 
performance; the entrustment of powers and rights of authority, to be exercised; 
and the creation of an obligation or accountability of Lhe person accepting the 
delegation of work Thus, delegation is the process of entrusting responsibility and 
authority and creating accountability of the person whom responsibility or work 
has been assigned. 

Importance 

The importance of delegation of authority may be outlined as- Reduces work load of 
managers, Basis of superior -subordinate relations, Improves managerial effectiveness, 
Motivates subordinates, Facilitates developments of managers; and Facilitates 
organisational growth 

Elements 

There are three elements of delegation. Responsibility — refers to the work assigned 
to a person, position or job, Authority — is the sum of powers and rights to use 
financial, material and human resources as well as the right to decide, acL or not to 
act, and Accountability — is the obligation to carry ouL the assigned tasks, duties 
or responsibilities, 

DECENTRALISATION 

Decentralisation refers to systematic delegation of authority at all levels of 
management and m all departments of the organisation for taking decisions and 
actions appropriate at the respective levels In a decentralised organisation, 
authority is retained at the top management level for taking major decisions and 
framing policies concerning the entire organisation. It should be noted that 
delegation can take place from a manager to his subordinate and be a complete 
process. But as Louis A. Allen states, decentralisation is completed only when the 
fullest possible delegation is made to all or most of the people who are delegated a 
specific kind of work or responsibility 

Importance 

Management scholars have highlighted its importance in many ways Reduction in 
work load of top executives; Improving motivation; Improved teamwork. Executive 
development, Quick decision making; and Promotes initiative creativity 
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Difference Between Delegation and Decentralisation 

The differences are: Scope; Significance; and Freedom of action. These distinctions 
unply that organisation cannot function without delegation of authority taut they 
can function wlthouL decentralisation. 


Short Answer Type Questions 

1 Explain ihe meaning and process ol organising. 

2. In what kind of organisation is functional structures more suitable and why'? 
3 How does organising help in coordination and adaptation? 

4, How is the informal organisation related to the formal structure? 

5. “Decentralisation is an extension of delegation of authority ” Explain. 


Long Answer Type Questions 

1, Distinguish between lormal and informal organisation. 

2 Explain the meaning and process of delegation 

3 “Delegation is necessary m every organisation but decentralisation is not" 
Explain 

4 In large organistlon why is decentralisation considered almosL essential'? 

5 Explain the concepts of delegation and decentralisation bringing out iLs 
distinction. 
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CHAPTER 


LEARNING OBJECTIVES 

After studying this chapter you will be able to’ 

• state the meaning and Importance of staffing, 

• appreciate the function ol staffing m human resource management; 

• describe the process of staffing; 

• Classify the internal and external sources of recruitment; 

• explain the steps m the selection process, 

• state the meaning, need and methods of training, 

• distinguish between training and development 


Home Products India (HPI) was enjoying a 20.4 per cent annual increase in sales, 
adjusted for inflation. A Business Today analyst offered following explanationfor their 
success• “HPI has discovered a smoothpath to corporate prosperity, and the prospects 
look even better for the future Their imaginative product line Is low-priced, high quality, 
and geared to the needs of an economy battered by the twin forces of recession and 
Inflation. HPI's products are purchased door-to-door, saving valuable time and fuel 
money." 

Despite the prospenty at HPI, the director of professional and technical recruitment 
was facing problems in carrying out her mission. HPI's packaging design department 
urgently needed engineers to help desgn packages for new products and to redesgning 
packages of old products, After exhausting referrals frompresent employees and leads 
from the college recmiiiig programme, the director advertised for packaging engineers, 
Neither the hiring mangers nor the recruiters were satisfied with the candidates who 
were invited to visit the company after they responded to the advertisement 

During a conversation about the status of their recruiting efforts, the directormade 
these comments to the chief of packaging engineering: Many of the people who respond 
to our advertisement look good on paper, but when we get them here we discover they 
have serious flaws. My inyorossion is that the advertisement are drawing the leftovers 
and ihe misfits " 

T/ieir concern^ arc con/ real Unless HPlcanproperiy staff the packaging engineering 
department, u could lose its competitive edge in the marketplace. 
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A company may be successful with an 
organisation structure that is very far 
from the best, but it will never be able 
to get off the ground if the people who 
run it and those who do the actual work 
are incapable, Filling the positions and 
retaining right and competent people 
is the focus of staffing function of 
management. This chapter explains the 
concept, need, importance and process 
of staffing. 

Meaning 

Staffing is the process of determining 
the manpower requirements that could 
meet the company's objectives. This 
includes appraising and selecting 
candidates to fill these requirements 
and orienting, training and developing 
new and existing staff. Staffing thus, 
involves manning the organisation 
structure through proper and effective 
selection, appraisal and development of 
personnel to fill the roles designed into 
structure. It is clear that staffing must 
be closely linked to organising, that is, 
to the setting up of intentional 
structures of roles and positions. 
Staffing as a function of management 
is concerned with providing people 
needed to carry out the tasks and 
responsibilities designated for each 
organisational position in a business 
enterprise. For example, suppose a 
company is manufacturing two- 
wheelers based on imported technology. 
Later the company decided to have their 
own technology and for that they want 
research and development centre in the 
organisation. To head and run this, 


they may need more people with 
different skills and experiences. It is the 
job of the staffing department to identify' 
and select required number of people 
on time. This department will also take 
care of their training and development 
requirements time to time. To retain 
them, staffing department may suggest 
to top management about better 
package of salary and remuneration for 
such employees. Over and above, this 
department can help in evaluating and 
monitoring the performance of these 
people. 

Need 

The study of staffing as a separate 
function of management is needed due 
to the following reasons: 

(i) Filling the roles: The staffing 
of organisational roles includes 
knowledge and approaches which is not 
generally recognised by managers who 
think of organising as setting up a 
structure of position and attach little 
importance to filling those positions. 

(ii) Human emphasis: It gives 
greater emphasis on the human 
element in selection, appraisal, and 
manager development. New employees’ 
attitude, aptitude, commitment, loyalty, 
sincerity, etc will play an equally 
important role in the selection, 
appraisal and training programmes. 

(iii) Availability of knowledge: An 
important body of knowledge and 
experience in the area of staffing is now 
available. Over a period of time, 
researchers have worked on various 
aspects of manpower planning, 
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methods of recruitment and 
selection, techniques of training and 
development, and evaluation of 
employees. Such knowledge can be 
used in empowering human resource 
of the organisation to get better 
results 

(iv) Specialisation: Earlier, it was 
the job of all managers (and not that of 
the personnel department only) to fill 
the positions m their organisation and 
keep them filled with right persons well 
equipped m terms of qualification, 
experience, attitudes and aptitudes 
But later it is realised that all are not 
competent to select and train people 
and therefore, there is a need of a 
separate specialised department to look 
after such functions 


managerial function of any business 
enterprise. Staffing function is 
important due to the following reasons' 

(i) Investment costs: Procurement 
of human resources involves investment 
in terms of selection, training and 
development costs. This investment has 
varying effects, varying with the quality 
of the persons, the functions performed, 
and the level of tire organisation structure 
at which they work. 

(ii) Holistic Approach The 
usefulness of the persons in an 
enterprise depends on the manager 
under whom they work and the facilities 
made available as well as other person 
or persons who assist him. For 
example, Rakesh is a shop floor 
manager in a cement plant His 


Why is Rigorous Hiring Critical to Your Success? 


The hiring patterns you establish today will determine the kind of culture, the kind 
of service standards, and the kind of reputation you have tomorrow. 

Also, what people know changes a lot faster than who people are Think about 
it, what you knowwill change through experience, education, and on the job training. 
But who you are is less likely to change as fast. So hiring someone with the hope 
that you can change their core character and the fundamental values that shape 
their attitude when they come to work for you is a bad hiring decision 

Source Economic Times 


Importance 

Like all other resources, human beings 
are also a resource for a business 
enterprise, rather the most important 
resource. They have some distinct 
features (such as skills, knowledge, 
understanding, flexibility, initiative, 
etc.) as compared to other material 
resources. These features make the 
employment and deployment of human 
resources, their maintenance, appraisal 
and development an important part of 


efficiency on work will depend on his 
own competency as well as the 
competency of people under whom he 
is workmg and those who are working 
under him 

(iii) Long term effect. The 

investment in human resources is of 
long term effect. This makes the 
decision to employ and remove a person 
from employment the most important 
consideration. It is more so in case of 
managerial personnel. The tendency for 
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human resources to become obsolete of the responsibilities of the 
ma kes this fact all the more important, management for manpower 

(iv) Potential contribution: While procurement, compensation, motivation, 

selecting a person, more particularly for appraisal, training and development, 
the managerial position, the enterprise For all these reasons staffing 
has not only to think of the current function of management assumes 
tasks but also his potential contribution special importance in the study of the 
infuture. management process. Hence, m 

(v) Costs may surpass invest- modern times staffing function has 
meats. Costs of material resources come to be studied with special 
used in any business enterprise cannot attention. 

be negative. This means loss may be 

upto the cost of such raw materials but STAFFING AS A PART OF HUMAN 

this is not so in case of the money RESOURCE MANAGEMENT 
invested in human resources. The 

return on the investment of personnel, Staffing has long been an integral part 
more particularly managerial of the management process. Like other 
personnel, may be positive or negative, traditional management functions, 

(vi) Multiplier effect. The total such as planning and organising, the 
effect of the functioning of the domain of staffing has grown through 

What Explains GE's Success as a Conglomerate in a Developed Market? 

If you look at companies like GE, I think the reason why they are so good Is that 
they have become talent generating machines. GE’s biggest advantage as a 
conglomerate is that it uses It companies as a general management development 
opportunity. So people are rotated throughout the company early in their careers 
much more so than they would have If GE was m just one business. It Is GE’s 
ability to train general managers that explains why it has been successful as a 
conglomerate. Ii is not because it has been able to diversify cash flows for earnings. 

In fact, GE keeps churning its portfolio (of businesses). It is a very dynamic portfolio 
Every decade, GE roughly reshuffles 30 per cent of its portfolio In GE making all 
its money because of the quality of its portfolio? I think GE Is making money 
because of the quality of its management, not because of the quality of the portfolio, 

Source' Indian Management 

individual members of a team of tits years. This growth reflects 
managers may not be equal to the effect increasing environmental complexity 
of the team as a whole. It may be less or and greater organisational 
more. As a matter of fact, the sum total sophistication. Early definitions of 
of the effect of the team should be much staffing focused narrowly on hiring 
more than the arithmetical calculations people for vacant positions. Today, the 
of the effect of the work of the individual traditional staffing function is just one 
members of the team. But it may or may part of the more encompassing human 
not happen This adds to the importance resource management. 
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Human resource management 
involves the planning, acquisition, and 
development of human resource 
necessary for organisational success. 
This broader definition underscores the 
point that people are valuable resource 
requiring careful nurturing. In fact, 
most personnel departments are now 
called human resource departments. 
This approach also emphasises the 
serious moral and legal issues involved 
in viewing labour simply as a 
commodity to be bought, exploited to 
exhaustion, and discarded when 
convenient. Moreover, global 
competitive pressures have made the 
skilful management of human 
resources more important than ever. 
Particularly promising development in 
the staffing area is the linkage of the 
human resource perspective with 
strategic management where physical 
resources are same in two competitive 
organisations but people who are 
managing are different and 
consequently the results of these firms 
may be different. This shows the 
importance of human resources m the 
management of an organisation. 

Human resource management 
process consists of eight activities, or 
steps, that, if properly done, will staff an 
organisation with competent, high 
performing employees who are capable 
of sustainmg their performance level 
over the long term. The first four steps 
represent human resource planning, the 
addition of staff through recruitment, the 
reduction of staff through selection, 
resulting in the identification and 
selection of competent, skilled employees 


and placing them at appropriate 
positions. Once you have got competent 
people, you need to help them adapt to 
the organisation, ensure that then job 
skills and knowledge are kept current, 
develop appropriate career development 
activities, and provide an efficient and 
effective reward system. You do this 
through orientation, training, career 
development, and compensation and 
benefits. The last step in the human 
resource management process is 
designed to identify performance 
problems and correct them. This activity 
is called performance appraisal. 

Process 

Staffing is concerned with ensuring a 
business enterprise thaL it has the right 
number of people and the righL land of 
people at the right places, at the right 
time and that they are doing things for 
which they are economically most 
useful. This will need the following 
measures: 

(i) Manpower planning: Human 
resource planning is a forward-looking 
function. It tries to assess manpower 
requirements m advance keeping the 
production schedules, market 
fluctuations, demand forecasts, etc., in 
the background. The manpower plan 
is subject to revision, of course, and is 
tuned to the requirements of an 
organisation from time to time. It is an 
integral part of the overall corporate plan 
and reflects the broad thinking of 
management about manpower needs 
within the organisation. The focus of the 
plan is getting right number of qualified 
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people into the organisation at the right 
time. Manpower requirements are 
estimated through job analysis. 

(ii) Job analysis: Job analysis 
refers to the careful study of each job 
to determine the following: (a) tasks 
and responsibilities involved in a job; 

(b) relations of one job to other jobs; 

(c) conditions under which job 
performance is carried on; and 

(d) personal capabilities a job holder 
must possess for its satisfactory 
performance. Due to care with which 
tasks, processes, responsibilities and 
personnel requirements are studied in 
job analysis it is referred to as job study 
also. Job analysis is an intensive way 
of obtaining the pertinent facts about 
jobs. It includes the observation of the 
job and the reporting of facts, which are 
observed in conversation with workers, 
supervisors and peers. It includes both 
the contents of job analysis and 
methods used to obtain them. 

(iii) Recruitment: Recruitment 
involves attracting candidates to fill the 
positions m the organisation structure. 
Before recruiting begins, the positions’ 
requirements — which should relate 
directly to the task — must be clearly 
identified. This makes it easier to recruit 
suitable candidates from outside. 
Recruitment of staff can be within the 
organisation as well as from outside. 
Enterprises with a favourable public 
image find it easier to attract qualified 
candidates. Staff recruitment process 
involves five elements including a 
recruitment policy, a recruitment 
organisation, a forecast of manpower 
requirements, the development of 


manpower sources and different 
techniques for utilising these sources, 
and a method for assessing the 
recruitment programme. It is a vital 
function of staffing and forms a 
prerequisite to the effectiveness of an 
enterprise. 

(iv) Selection: Selecting an 
employee is choosing from among the 
candidates the one that best meets the 
position requirements. Since the 
selection may be for a specific job 
opening or for future managerial 
requirements, there are two approaches 
to filing organisational positions. In the 
selection approach, applicants are 
sought to fill a position with rather 
specific requirements; m the placement 
approach, the strengths and weaknesses 
of the individual are evaluated and a 
suitable positions is found or even 
designed. There are some variations of 
the specific steps in the selection 
process. For example, the interview of 
a candidate for a first level supervisory 
position may be relatively simple when 
compared with the rigorous interviews 
for a top level executive. Nevertheless, 
the following broad outline is indicative 
of the typical process. 

(v) Placement and orientation: 
Placement means asking the selected 
candidates to occupy the position in the 
organisation for which they have been 
considered. Candidates so selected are 
to be placed on a job. Orientation 
means introducing every selected 
employee to his fellow employees, 
supervisor and rules and policies of the 
organisation. He is assisted in making 
personal adjustments so essential for his 
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effective performance as a member of the 
work team. This involves becoming 
acquainted with associates and the 
duties of the job, as well as being oriented 
to company policies and goals. 

(vi) Training; Training means 
equipping new recruits with required 
knowledge and skills with reference to 
his jobs. After final approval every 
candidate has to go through a period 
of training. This period varies 
depending upon the nature of the job, 
size of the enterprise, etc. For example, 
m banking organisations a newly 
appointed employee is required to work 
at, different counters for a short period, 
till he is found to have got sufficient 
knowledge of the important types of 
work. Subsequently, he is placed on a 
particular counter. Employees in the 
offices of industrial concerns are sent 
for a year from one section to another 
or for a month or so. They are required 
to work as assistant position under an 
experienced clerk or officer. Thus, a 
sort on the job training method is used, 
till he is finally entrusted with an 
independent file or a particular type of 
responsibility. In case of technical work 
a period of apprenticeship training is 
the usual practice. For example, fresh 
engineering graduates or diploma 
holders are moved from workshop to 
workshop to work with the seniors, 
before they are placed on a particular 
job. This period varies from six months 
to one year. 

(viij Performance appraisal: 

Performance appraisals are conducted 
to determine how successfully 
employees are meeting the demands of 


their positions. Feedback is essential 
to improvement. Appraisals are 
used for a variety of purposes 
relating to training, promotion and 
compensation. 

(viii) Promotion and career 
planning; Organisations are dynamic, 
resulting in a continual need to 
advance people to higher positions. 
Also, many workers may not fit into 
their currenL jobs, so transfers into 
positions more consistent with their 
skills and interests are appropriate. 
This category includes all activities 
associated with promoting, 
transferring, and demoting individuals. 

(ix) Compensation: A major 
problem for an organisation is to match 
a person's salary with the contribution 
made. The wage and salary structure 
needs to be fair and provide incentives 
to employees. 

(x) Separation: Since, an 
organisation is dynamic, it will lose 
employees by termination, retirement, 
resignation, and death. High turnover 
represents a potential problem that 
commands managerial attention. 

RECRUITMENT 

Recruitment function is concerned with 
discovering the sources of manpower 
required and tapping these sources, 
i.e. attracting the potential employees 
to offer their services to the working 
organisation. In other words, the 
purpose of recruitment function is to 
seek out the potential employees so 
that they can be evaluated, their 
commitment is obtained and thus, the 
new employees are placed and 
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inducted to fill up the vacant positions 
in a working organisation. 

Meaning 

Once an organisation has an idea of its 
future human resource needs, the next 
phase is recruiting new employees. 
Recruiting is the process of attracting 
qualified persons to apply for the jobs 
that are open In simple words, 
recruitment is understood as the 
process of searching for and obtaining 
applicants for jobs, from among whom 
the right people can be selected Thus, 
recruitment is a process of finding and 
attracting capable applicants for 
employment. The process begins when 
new recruits are sought and ends when 
their applications are submitted The 
result is a pool of applicants from which 
new employees are selected. 

Sources of Recruitment 

Different sources of recruitment are 
used for tapping the manpower 
requirements. Fig. 6.1 given below 


shows these sources The various 
sources of recruitment are classified 
into two groups, Internal Sources; and 
External Sources 

Internal Sources of Recruitment 

Recruitment from within the 
organisation is made through 
promotion and transfer 

(i) Transfer: It involves the 
shifting of an employee from one job 
to another. By and large transfer does 
not involve any change in the 
responsibilities, ranks, rate of 
compensation or prestige of the 
employees. 

(ii) Promotion: It refers to 
shifLmg an employee to a position 
carrying higher responsibilities and 
therefore, enjoying increased 
prestige. Thus, promoting suitable 
employees may fill up vacant 
positions at higher ranks. 

(iii) Lay-off: It refers to the 
temporary separation of the employee 
from the employer on the initiative of the 


Sources of Recruitment 


f 



Internal External 

Transfer; Advertisement, 

Promotion, Personnel consultant, 

Lay-off Jobbers or contractors; 

Factory gate; 

Universilj or colleges; 
Existing employees; 
Waiting lisL, 
Employment exchanges. 


Fig. 6.1 : Different Sources of Recruitment 
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HDFC — Internal Recruitment Scheme 

Middle level employees are also encouraged to take on more responsibilities. Even 
people who started as assistants and stenographers in the organisation have moved 
up the ladder A stenographer has been given additional responsibilities and m 
keeping with the increased complexities of HDFC's operation, he has moved to a 
back office support function that is somewhat technical in nature. Given his long 
years of experience in the organisation he correlates qualities of construction with 
disbursement This includes understanding what the resale values of a property 
will be. given it’s age and quality of construction He is also in charge of a larger 
office. 

HDFC as a provider of shelter to millions, cutting across socio-economic strata 
and evolving with the economy is the image that the management wants to project 
and therefore carefully employs its staff. 

The management stresses on how HDFC rarely recruits people laterally, (1 e 
people in the same position in other organisations) and how most of their employees 
stick around for years. HDFC also prefers recruiting people from second tier business 
schools and not the top ones. Their logic is that management graduates from 
second tier business schools lit in better with HDFC’s work culture and goal of 
helping ordinary people build homes 

Source Business World 


employer. In most of the cases reasons 
for lay-off are due to lack of work. There 
is clear understanding between the 
employer and the employee that the 
employee will be recalled whenever work 
is available. Thus, by recalling the laid- 
off employees vacant positions may be 
filled up 

External sources of recruitment 

All the firms cannot meet all their 
manpower requirements from internal 
sources alone. Employees may resign. 
Vacancies thus, created must be filled 
up. Expansion programme may create 
new jobs with specifications, which 
cannot be met from the list of existing 
employees. Death, retirement and 
dismissal of employees do likewise 
create jobs. Therefore, recruitment from 
outside sources is necessary. These 
sources are briefly discussed here. 


(i) Waiting list: Many firms 
maintain their application files in which 
applications received from casual 
applicants are kept pending. Similarly, 
individuals might have visited 
personally or enquired about the 
availability of job through mail or on 
phone. Applications from these are also 
taken and kept in record. Such records 
if kept up to date prove very useful 
sources of recruitment. 

(ii) Recommendations of the 
present employees : Many firms 
encourage their employees to recommend 
the names of their relatives, friends and 
acquaintances for employment. Some 
firms believe this policy to be a valuable 
asset both for maintaining goodwill of the 
present employees and finding reliable 
candidates 

(iii) Notices exhibited in the 
workshop, office or at the factory 
gate: Notices showing what vacancies 
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exist may put on notice boards placed 
at a central location in the workshop, 
office or at the factory gate. Sometimes 
even posters are used for the same 
purpose. These help in inducing 
potential candidates to apply for the 
jobs so notified 

(iv) Factory gate: Sometimes, a 
large number of job seekers assemble 
everyday at the gate of the factory. In 
times of severe unemployment, in case 
of positions requiring unskilled 
workers and in filling up casual 
vacancy, recruitment at the factory gate 
is an important method. Usually, the 
first line supervisors or foreman is 
deputed to select suitable workers out 
of them. Such practices are common at 
the time of construction of plants, ports 
and docks. 

(v) Jobbers and contractors: 

Many industries in India secure their 
manpower requirements through 
jobbers and contractors. These jobbers 
and contractors keep m touch with the 
potential laborers in the villages and 
bnng them to the places where workers 
are needed. On payment of commission 
they are ready to supply required 
number of workers. 

(vij Personnel consultants: There 
are firms of personnel or management 
consultants, which specialise in the 
recruitment of managerial personnel. It 
will depend upon the personnel policy 
of an undertaking whether to make use 
of the outside experts in personnel 
matters or not. 

(vii) Colleges, universities, 
technological institutions and 
schools: All these are very useful 


source of employees for full range of 
jobs. Universities may be used for 
recruiting graduates to be trained for 
positions of responsibility, colleges, 
institutes of technology etc. provide 
graduates and younger applicants as 
technicians, engineers, chemists, 
accountants etc. Many universities have 
established their own employment 
bureaus for the purpose. 

(viii) Employment exchanges: 
Public employment exchanges are an 
important source of recruitment from 
outside. Job seekers get their names 
registered m these exchanges. 
Employment exchanges keep m touch 
with the employers. At the request of 
the employers names of persons from 
the list of those registered having 
requisite qualifications are sent for 
consideration. 

(ix) Media advertising: 

Advertising is an extremely popular 
method of recruiting staff. One 
significant benefit is that the advertiser 
can choose the most appropriate 
newspapers or journal for the post 
being advertised. For example, if an 
accountant is needed, the post may be 
advertised m an accountancy journal, 
the posts of engineering personnel 
may be advertised in engineering 
journal. Also newspapers such as The 
Hindustan Times, The Economic 
Times, Financial Express, The Times 
of India, The Hindu, National Herald , 
Anand Bazar Patrika etc., may be 
chosen for the purpose. Employment 
News and Rojgar Samachar are 
equally important sources, of 
recruitment. 
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SELECTION 

After appropriate applications of 
required number are secured through 
different methods of recruitment 
selection process begins. Even with the 
most efficient methods of recruitment 
not all the candidates from the list made 
up by recruitment process can be 
acceptable as regular employees. 
Therefore, careful screening of the lists 
so prepared is necessary. 

Meaning 

Once the recruitment process has 
attracted a pool of applicants, the next 
step is to select whom to hire. Selection 
is the process of discovering the most 
suitable and promising candidates to 
fill up the positions vacant. In this 
process those candidates who appear 
to be the least promising ones are 
eliminated. Often, those rejected far 
outnumber the few finally selected. The 
intent of the selection process is to 
gather from applicants information that 
will predict their job success and then 
to hire the candidates likely to be most 
su :cessful. Simplicity or complexity of 


the selection process depends upon the 
nature of the job. It may be as simple 
as just referring the applicants to the 
supervisor or foreman from whom 
requisition has been received. On the 
other hand, important positions may 
require selection process quite 
complicated and extensive in coverage. 

Steps in Selection Process 

Selection may involve several steps or 
stages beginning with receipt and 
scrutiny of applications. Tins step may 
be followed by preliminary interview (for 
unskilled employees), application form 
screening, inte-view for more promising 
candidates, testing, interviewing, 
weighing references and letters of 
recommendations, medical 

examination, on the job testing and 
placement. All these steps or stages in 
selection are briefly discussed below: 

(i) Scrutiny of applications 
received: In response to the 
requisitions received from the various 
departments (line) those responsible for 
recruitment invite applications. 
Applications so received are properly 
and closely screened so that those 


Jet Airways — Selection process 

Jet Airways has in many ways redefined domestic air travel and has made it to the 
Lop in the travel and hospitality sector The reasons they give is their focus on 
consistency and their rigid selection critena Cabin crew are recruited through a 
four stage selection process, About 95 per cent of the candidates are rejected in the 
first stage Selected candidates go through 6-8 week of classroom training, plus 
2-3 day refresher courses twice a year 

The people who directly interact with customers have to be of a very high standard 
The cabin crew for inflight services recently won an ISO 9002 certification. The 
certification study has been extended to engineering services. Next it’ll move to 
reservations, flight operations etc. 


Source : Business World 
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applicants who do not possess the 
requisite qualifications are kept out of 
the list of candidates for further 
processing. Some firms follow the policy 
of sending a printed card or letter 
Informing such applicants that as they 
do not possess the minimum basic 
qualifications stipulated so their 
applications will not be considered for 
further processing. 

(ii) Preliminary interview: An 
officer of the personnel department may 
conduct the first interview. Its purpose 
is to find out if the applicant is 
apparently suitable for the kind of job 
for which vacancies exist. In case he is 
found to be a likely choice he is given a 
blank application form. Preliminary 
interview seeks to get answers to the 
most important and definitive questions 
about the job or jobs for which 
vacancies are to be filled up. Generally, 
it is brief. Usually it does not probe 
deeply into, the special qualifications, 
interests and experience of the 
applicant. In such an interview 
questions covering points such as 
applicant’s place of residence, age, 
educational qualifications, experience, 
marital status (whether married or 
unmarried) may be asked m rapid 
succession, one after another. 
Preliminary interview is the first barrier 
for an applicant along the path to 
employment. It can be used 
economically to prevent further 
processing of rather hopeless cases. 

(iii) Specialised application 
form: Candidates who are found 
apparently meeting the minimum 
requirements of the job or jobs are 


supplied with specialised blank 
application form. These specialised 
application forms are to be filled up by 
the candidates. The form of application 
varies according to the requirements of 
the job. However, to be effective m 
eliciting full information about the 
candidates, specialised application 
forms should conform to the following 
pattern: (a) They should be as brief as 
possible in keeping with the need of 
adequacy. This will help even 
candidates not accustomed to much 
writing m answering all the questions 
fully; (b) They should cover only those 
points m definite terms, which have an 
established relationship with the job 
success. Obviously, it is advisable for 
each firm to develop its own form for 
blank application . 

(iv) Testing: Use of employment 
testing is a well established practice in 
the selection of employees. A large 
number of “tailor-made tests”, i.e., 
standardised tests are available for this 
purpose. If properly administered and 
interpreted these tests not only save 
time but also help m improving the 
accuracy and effectiveness of proper 
selection of candidates as measured by 
the success of such candidates on the 
job or jobs. There are many types of 
such tests. More important of them are: 

(a) Trade tests: These are used to 
measure and discover the knowledge 
and skill of the applicant pertaining to 
the job. These are closely related to 
performance tests. Some of them 
actually involve the performance of 
simple operations requiring specialised 
basic skill. For example, to select a 
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book-keeper for a firm, candidate’s 
knowledge and skill of writing books of 
accounts be tested before selecting him 
finally. 

(b) Performance tests : These tests 
indicate the capability of the applicants 
to show actual performance on specific 
jobs. They test the achievements and 
proficiency of the applicants. Examples 
are those of testing the applicant’s skill 
in operating an adding on calculating 
machine, testing the speed and 
accuracy of a typist clerk or steno 
(shorthand typist) etc. 

(c) Psychological tests: The principle 
of individual differences has promoted 
industrial psychologists to devise 
certain tests to measure the 
psychological test in an objective 
measure of a sample of human 
behaviour. These tests relate to 
intelligence, attitude, aptitude, interest, 
emotion, achievement and such 
qualities of a candidate. It is taken by 
giving to the applicant a task, which is 
like the job for which he is being 
considered. His performance on that 
task is compared with the performance 
of other applicants for the same job and 
selected on the basis of the 
oiganisational requirements. 

(v) Interview: It is the selection tool 
of r lgjor importance for nearly all jobs. 
In many companies interview is the 
omy tool used in selecting new 
employees. This is particularly found 
in filling skilled and technical jobs. 
Interview as a selection tool is 
invaluable for evaluating such factors 
as poise or appearance and obtaining 
additional information or getting 


clarification on information already on 
the specialised application form. Since, 
a group of experts examines the 
candidate benefit of pooled knowledge 
and wise judgement of all the experts 
becomes available. 

(vi) Checking references: Usually 
applicants are requested to give some 
references. References, if unbiased, may 
prove useful as source of information 
regarding the character and reputation 
of the candidate. So are the letters of 
recommendations. However, many 
companies make little use of the 
references. Experiences show that 
references aie not unbiased in giving 
their opinions often only the good points 
about the candidate are mentioned. To 
check reference one may use the 
telephone, postal service or a personal 
visit to the referee. While checking a 
reference it should be seen as to if the 
referee knows the kind of information 
required and if he is willing to divulge 
all the information about the candidate. 

(vii) Medical examination: In 
most of the organisations, it is the 
general practice to select candidates 
subject to their physical fitness. Physical 
fitness of the candidates is checked 
through a medical examination. All the 
candidates who successfully cross the 
barriers of various stages of selection 
mentioned above are required to 
undergo medical examination. 

(viii) Final Selection: After going 
through the above process, and to the 
satisfaction of all, a letter of 
appointment can be issued to the 
candidate. A reasonable time can be 
given to join the organisation. 
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[ TRAINING AND development 

I 

Training is a learning experience in that 
it seeks a relatively permanent change 
In an individual that will improve his 
ability to perform on the job. Training 
can involve the changing of skills, 
knowledge, attitudes or behaviour. It 
may mean changing what employees 


knowledge rather than imparting a body 
of facts or teaching a specific set of motor 
skills Development, therefore, focuses 
more on the employees’ personal 
growth. Successful employees prepared 
for positions of greater responsibility, 
have analytical, human, conceptual, and 
specialised skills. They are able to think 
and understand. Training perse, cannot 


Selection Practices of Global Giants 


Siemens India: It uses extensive psychometric Instruments to evaluate short¬ 
listed candidates. The company uses occupational personality questionnaire to 
understand the candidate’s personal attributes and occupational testing to measure 
competencies. 

LG Electronics India: LG Electronics uses 3 psychometnc tests to measure a 
person’s ability as a team player, to check personality types and to find a person’s 
responsiveness and assertiveness 

Arthur Anderson: While evaluating candidates, the company conducts critical 
behavioural interview which evaluates the suitability of the eandidalr for Lhe position, 
largely based on his past experience and credentials 

Pepsico India: The company uses India as a global recruitment resource To select 
professionals for global careers with it, the company uses competency - based 
interviewing technique that looks at the candidate’s abilities in terms of strategismg, 
lateral thinking, problem solving, managmg the environment These apart, Pepsico 
insist that to succeed in a global posting, these individuals possess strong functional 
knowledge and come from a cosmopolitan background. 


know, how they work, their attitudes 
towards their work, or their interaction 
with their co-workers or supervisors. 

Employee development, by design, is 
more future oriented and more 
concerned with education than 
employee training. By education we 
mean that employee development 
activities attempt to instill sound 
reasoning processes to enhance one’s 
ability to understand and interpret 


overcome an individual's inability to 
understand cause and effect relations, 
to synthesise from experience, to 
visualise relationships, or to think 
logically. As a result, we suggest that 
employee development be 
predominantly an education process 
rather than a training process. 

Need 

Training is a vital and necessary activity 
m all organisations. It plays a major 
party in determining the effectiveness 
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and efficiency of the establishment. 
Some of the reasons why training is 
needed are outlined below: 

(i) Reduced learning time: By 
having qualified instructors and 
carefully controlled learning situations, 
management in numerous cases has 
been able to obtain shortened learning 
periods and ensure higher productivity 
from new employees. 

(it) Improved performance: 
Training applies not only to new 
employees but to experienced people as 
well. It can help employees increase 
their level of performance on their 
present job assignments. 

(iii) Attitude formation: A 
common objective of company training 
programmes is the moulding of 
employee attitudes to achieve support 
for company activities and to obtain 
better cooperation and greater loyalty. 

(ivJAid in solving operational 
problems: Training of both supervisory 
and hourly aid employees can help 
reduce turnover, absenteeism, 
accidents, and grievance rates. For 
example, mept supervisor is often a 
cause of employee dissatisfaction and 
grievances. Supervisory training in 
such areas as labour relations, 
leadership, human relations, and 
administration may improve superior - 
subordinate relationships. Other 
operational problems that training can 
solve are low morale, poor customer 
service, excessive waste and scrap loss, 
and poor work methods. 

(v) Managing manpower needs: 
One manufacturing company found it 
impossible to recruit sufficient skilled 
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mechanics and toolmakers. Hence, it 
concluded that the best way to solve this 
manpower problem in the long run was 
to establish its own apprentice training 
programme. 

(vi) Benefits to employees them¬ 
selves: As employees acquire new 
knowledge and job skills, they increase 
their market value and earning power. 
The possession of useful skills 
enhances their value to their employer 
and thereby increases their job secunty. 
Training may also qualify them for 
promotion to more responsible jobs. 

Distinction Between Training and 
Development 

Training often has been referred to as 
teaching specific skills and behaviour. 
Examples of training are learning to fire 
a rifle, to shoot foul shots in basketball 
and to type. It is usually reserved for 
people who have to be brought up to 
performing level in some specific skills. 
The skills are almost always 
behavioural as distinct from conceptual 
or intellectual. 

Development, in contrast, is 
considered to be more general than 
training and more oriented to 
individual needs in addition to 
organisational needs. Thus, it is most 
often aimed towards management 
people. There is more theory involved 
with such education and hence, less 
concern with specific behaviour than is 
the case with training. Usually, the 
intent of development is to provide 
knowledge and understanding that will 
enable people to carry out non¬ 
technical organisational functions more 
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effectively, such as problem-solving, 
decision making and relating to people. 

Thus, training is meant for 
operatives and development is meant 
for managers. Training aims to 
improving a special skill relating to a 
job whereas development aims at 
improving the total personality of an 
individual. Training is a one shot deal; 
whereas development is an ongoing, 
continuous process. Training is mostly 
the result of initiatives taken by 
management. It is the result of some 
outside motivation. Development is 
mostly the result of internal motivation. 
Training seeks to meet the current 
requirements of the job and the 
individual; whereas development aims 
at meeting the future needs of the job 
and the individual In other words, 
training is a reactive process whereas 
development is a proactive process. 
Development is future-oriented, 


training focusing on the personal 
growth of the employee. Comparative 
analysis of training and development is 
given below. 

Training Methods 

The most popular training methods 
used by organisations can be classified 
as either on the job (job rotation, 
apprenticeship, committee 

assignments, etc. or off the job training 
(vestibule training, role-playing, lecture 
method, conferences, programmed 
instructions, etc). In the following 
paragraphs, we will briefly introduce 
the better known techniques of each 
category. The most widely used training 
methods take place on the job. This can 
be attributed to the simplicity of such 
methods and the impression that they 
are less costly to operate. On the job 
training places the employees in actual 


Distinction Between Tr aining and Development 


Training 

• It Is concerned with teaching 
technical skills, 

• It is useful in the case of non- 
personnel; 

• It seeks lo develop skills already 
possessed by workers, 

• It makes use of on the job 
training methods such as 
apprenticeship, assistant to 
positions, vestibule training, etc; 

• It seeks to make workers 
proficient in their existing jobs. 


Development 

• II is concerned with imparting 
technical, human and conceptual 
skills; 

• It Is useful in the case of 
managerial personnel, 

• It seeks to develop hidden qualities 
and talent of persons; 

• It makes use of off the job training 
methods, such as job rotation, 
lecturers, brain storming, role 
playing, sensitivity training, etc, 

• It seeks to prepare employees for 
handling more responsible and 
challenging Jobs. 
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work situations and makes them 
appear to be immediately productive. 
It is learning by doing. For jobs that 
either is difficult to stimulate or can be 
learned quickly by watching and doing, 
on the job training makes sense. 

One of the drawbacks of on the job 
training can be low productivity while 
the employees develop their skills. 
Another drawback can be the errors 
made by the trainees while they learn. 
However, when the damage, the trainees 
can do is minimal, while training 
facilities and personnel are limited or 
costly, and where it is desirable for the 
workers to learn the job under normal 
working conditions, the benefits of on 
the job training frequently offset its 
drawback. 

(i) Apprenticeship programmes: 

People seeking to enter skilled trades 
to become for example, plumbers, 
electricians or iron workers are often 


required to undergo apprenticeship 
training before they are accepted to 
expert status. Typically, this 
apprenticeship period is from 2-5 
years. During the apprenticeships 
period, the trainee is paid less than a 
fully qualified worker. Apprenticeship 
training put the trainee under the 
guidance of a master worker. The 
argument for apprenticeship 
programme is that the required job 
knowledge and skills are so complex 
as to rule out anything less than a 
long time period where the trainee 
studies under a skilled master. Long 
apprenticeship may also create barriers 
to entry and help keep wages high. 

(ii) Vestibule training Under this 
method, employees learn their jobs on 
the equipment they will be using, but 
the training is conducted away from the 
actual work floor. Many large cash 
registers which are much more complex 


Job Rotation 


An increasing number of Indian corporations are using job rotation as a retention 
tool. Is it working? 

RR Joined Delhi based HCL Infosystems as an executive in the human resources 
(HR) department Since then, he has moved to sales and now heads product 
management. 

SJ made a similar shift within a year of joining Smith Kline Beecham Consumer 
Healthcare. Overall, 10 of the 26 management trainees who joined the company 
two years ago have moved on to new jobs within the company 

Four years ago, DCM Shnram Consolidated started trying out cross functional 
job rotations. Today, four or live senior executives go through the job rotation mill 
at any point in time. 

One decade ago, job-rotation as an employee training and development tool, 
was mostly restricted to companies' star executives. And even then, Indian 
corporations used rotation as a formal, organisation-wide policy were rare 
Hindustan Lever is one of them. Every year, the soft goods giant sees as many as 
250 transfers (many of them across functions) among managers 

“Job-rotation has evolved from a fire-fighting mechanism to a scientifically 
managed motivational tool." 


Source The Strategist 
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because they control inventory and 
perform other functions in addition to 
ringing up orders are kept in specially 
created vestibule laboratories that 
stimulate the actual checkout counter 
environment This is generally used for 
training employees on sophisticated, 
modern equipment and machinery. 
This kind of equipment and machinery 
usually involves heavy investment. 

(iii) Job rotation: It broadens 
understanding of several business 
situations. This is suitable for the 
young newcomers who are fresh from 
university or institutions enabling them 
to learn by doing. Its major limitation 
is prevention of specialisation by 
concentrating on several problems and 
procedures of different specialised 
departments. 

(iv) Internship: This refers to a 
joint programme of training in which 
technical institutes and business 


enterprises cooperate to enable the 
students to gam a good balance between 
theory and practice. Classroom 
principles are better understood 
against the practical background in a 
factory. Internship is virtually a 
practical training of the theoretical 
knowledge. During this period, 
normally stipend is given to the 
students. It is not a service contract. No 
salary is given during this period. 
Sometimes it is a part of course of 
study of the student. 

COMPENSATION 

Compensation is what employees 
receive in exchange for their 
contribution to the organisation. 
Generally, employees offer their services 
for three types of rewards — pay benefits 
and incentives. Pay refers to the base 
wages and salary employees normally 
receive on periodic basis. Incentives 


Worker Incentives at Maruti 

I will now share a few practices that we adopted last year. Let me start with the new 
system of worker incentives. In 2000-01, we introduced a new incentive scheme for 
workers. You may recall that it led to an IR problem for abouL three months In ihe 
end, fortunately, we were able to implement it The earlier incentive schemes in 
Maruti were focused, only on lalsmg production pci employee 

But the new scheme given weighcagr to quality paiamcters, cost control and 
the company's market performance. At the -same time, wc have retained Lhe 
productivity element ol previous schemes As for parameters that go mlo calculal ing 
the worker incentive, we have incd to align our people with the manufacturing 
objectives of the company. 

Under the scheme, a worker’s incentive is also linked to attendance. Unplanned 
absence by an individual, in particular, brings down his incentive As a result of 
tins, our attendance rate, which was round 91 per cent until last y ear, went up to 
97 per cent In 2001 -02 That, m effect, means we have 300 more people available 
with us. Eventually, it amounts Lo a saving of roughly Rs 10 crore (per annum). 
Together with implementing the revised incentive scheme, we closely scrutinised 
our woik practices to eliminate slack and wasteful activity. 

Source Indian Management 
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refer io bonuses, commissions and 
profit sharing plans designed to 
encourage employees lo produce 
results beyond normal expectations. 
Benefits such as insurance, medical, 
recreational, retirement, etc. represent 
a more indirect type of compensation. 
So the term compensation is a 
comprehensive one including pay, 
incentives, and benefits offered by 
employers for hiring the services of 
employees. In addition to these, 
managers have to observe legal 
fonnalities that offer physical as well as 
financial security to employees. All 
these issues play an important role in 
any human resource department’s 
efforts to obtain, maintain and retain 
an effective workforce. 

INCENTIVES 

Many organisations subscribe to the 
idea that incentives contribute to the 
performance of the employees. To 
motivate employees to be more 
productive, companies follow number 
of incentive schemes. Incentive usually 
implies the payment of a guaranteed 
minimum irrespective of the output 
plus additional remuneration for larger 
output, time saved, costs reduced and 
better workmanship. Many incentive 
plans constitute mostly the 
combination of time and piece rate 
systems of remuneration. The objectives 
of incentive plans are to assure a 
minimum sum of earnings to give 
sufficient scope for talented workers to 
increase their emoluments through 
quicker, economical and superior 
performance and to establish a 


reasonable link between labor costs and 
output. Incentive plans envisage a 
basic rate usually on time basis 
applicable to all workers and incentive 
rates payable to the more efficient 
among them as extra compensation for 
their meritorious performance in terms 
of time, costs and quality. The incentive 
rates may take the form of bonus or 
premium. Bonus means the payment 
to workers of the entire benefit accruing 
from savings m costs, time, 
improvement in quality etc. Premium 
means that the benefit accruing to the 
firm as the result of higher output or 
better quality is shared equally or some 
agreed basis between the management 
and the workers. Fixation of basic rate, 
laying down of standard time, 
determination of incentive rates and 
deciding about the scheme of sharing 
or imparting the benefit to the efficient 
personnel are the highlights of mcentive 
plans. Incentives to employees could be 
monetary or non-monetary as 
explained below: 

Monetary Incentives 

Monetary incentives involve payments 
in cash or kind or both. In the following 
paragraph the various monetary are 
briefly discussed: 

(i) Profit sharing: Now a days, 
profit sharing has become one of the 
controversial issues in wages and 
incentive administration. It is contended 
that labor being the live factor in 
production is entitled to a legitimate 
share in the surplus earned by his firm. 
Because it is labours skill, effort, 
steadfastness and loyalty that bring 
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profits to the firm. Employees assert 
their right to have a share in the surplus 
profits. On the ground of equity they 
argue that profit sharing is nothing but 
deferred wage; share in the profit would 
bridge the gap between living on fair 
wage and actual wage paid. A firm 
earning profits has admittedly the 
higher capacity to pay. Wages as a rule 
are to be based on the firm’s ability to 
pay. Employers often use this device to 
extort their loyalty and reduce the 
influence of trade unions. It is in general 
looked upon as a scheme of providing 
a sort of group incentive to the workers 
for higher productivity and greater 
profitability 

(ii) Co-partnership: In this system, 
the worker gets his usual wages, a share 
in the profits of the company and a share 
in the management of the company as 
well. Thus, employees share the capital 
as well as profits. When co-partnership 
operates with profit sharing the 
employees are allowed to leave their 
bonus with the company as shares 
(bonus shares). This system is an 
improvement over all other systems of 
wage payment in that it implies both 
profit sharing and control sharing. 

f lit ) Bonus : It is a reward that is 
offered on a one-time basis for high 
performance. It should not be confused 
with a merit pay increase. A merit 
increase is reward that is based on 
performance but which is also 
perpetuated year after year. A bonus 
may be in cash or in some other form. 
For example, many sales organisations 
periodically offer prizes, such as trips, 
for their top sales people. 


(iv) Suggestion systems: 

Suggestion plans offer incentives or 
rewards for employee suggestions that 
result in either increased profits or 
reduced costs. The amount of reward 
varies according to the value of the 
suggestion. Suggestion plan can be 
helpful m saving costs, improve 
employee commitment and making the 
communication system effective. 

(v) Commission: Many sales 
people work under some type of 
commission plan. Although a variety 
of such plans exist, they all reward 
employees, at least in part, based on 
sales volume. Some sales people work 
on a straight commission basis 
whereby their pay is entirely 
determined by their volume of sales. 
Others work on a combination of salary 
plus commission. Under this type of 
plan, a salesperson is paid a 
guaranteed base salary plus a 
commission on sales. A commission 
plan has the advantage of relating 
rewards directly to performance. 

Non-Monet ary Incentives 

Incentives which are not measurable in 
terms of money, are called non¬ 
monetary incentives. People at 
comparatively higher levels of 
management attach greater importance 
to social and psychological needs. 
There needs cannot be satisfied by 
money alone Non-monetary needs 
thus aim at satisfying esteem needs and 
psychological needs of self 
actualisation. Based on various 
surveys, different types of non¬ 
monetary incentives related to effective 
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work have been identified. Some of them 
are as follows: 

(i) Supervisory relationships. 

Industrial psychologists consider 
supervisory relationship as a drive 
conducive (o effective performance. 
Cordial relations with supervisor 
enhance commitment to work and 
motivate employee to work effectively 
and efficiently. 

(ii) Assignment of challenging 
jobs: It is conducive to a sustained 
interest m the job and motivates people 
to produce more, while a lack of job 
satisfaction may make the work 
unpleasant and lead to decreased 
interest in the job. Likewise, job 
enrichment provides a challenge to the 
individual and thus, forms a signillcant 
non-financial incentive. 

(iiij Recognition: As a means of ego 
satisfaction, praise acts as a more 
powerful incentive than blame. Praise 
has its greatest impact when given and 
received as recognition and is not 
perceived by either party as a measure 
to control the behaviour of the recipient. 
This helps m improving attitudes of 
employees and motivates them to 
perform better. People with positive 
attitude towards work perform better 
than those with negative attitude. 
Disapproval or blame in public 
damages the ego lowers the prestige of 
the individual, while it is beneficial if 
expressed in private. 

(ivj Knowledge of results and 
experience of progress : Knowledge 
of pnor work performance motivates the 
individual to produce more. It also 
affects team performance by facilitating 
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communication and problem solving. 
This is especially relevant when team 
mates are required to coordinate their 
efforts. However, when group results 
are based on the summation of 
individual performance, group 
feedback has little value, Likewise, Lhe 
individual experiencing progress at 
work does better than the one without 
such experience. By planning a day’s 
work and then establishing goals in 
terms of realistic expectations, 
attempts may be made to provide 
enhanced experience of progress to the 
individual at work. 

(v) Level of aspiration and 
participation in management 
decisions: A high level of aspiration of 
people operates as a determinant of 
success or failure, while a low level of it 
hampers their motivation to go ahead. 
However, there must be an optimal 
balance between ability and level of 
aspiration. Individuals must be 
encouraged to participate in 
management decisions. Suggestions 
and comments may be invited from all 
employees through a well planned 
system and good suggestions 
acknowledged and implemented. There 
is need to integrate individual and 
organisational goals to accomplish 
effective perfonnance. 

(vi) Experience of achievement: 
An experience of achievement through 
task completion provides job 
satisfaction to the individual. Assigning 
tasks with definite completion points 
can create job involvement of the 
employee. The individual tends to 
consider the completion of the task as a 
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goal in itself and the closer he gets to it, 
the stronger motivational force he has 
to complete it. 

Staffing has become one of the 
important functions of management. 
However, staffing as a separate function 
takes a distinct shape only when an 
organisation reaches a certain size 
Staffing as a managerial function 
involves employing the required 
personnel and taking care of 
development of their abilities for the 
benefit of the enterprise. Most of the 
organisations follow multiple 
techniques ofwage payments. Similarly, 
they provide incentives both, monetary 
and non-monetary. 

| METHODS OF WAGE PAYMENT 

Workers as one of the contributing 
factors of productions is < ntitled to 
suitable remuneration for its efforts in 
the process of various shades of 
economic activity. Workers are rewarded 
m the form of wages to compensate 
them for the skill, energy, effort, i.e., all 
their physical and mental qualities used 
to turn out the work allotted to them. 
The payment of wages is indeed a 
vexation problem for personnel 
management to be tackled from 
economic, social and humanistic 
angles. Primarily there are two major 
methods of rewarding labor (i) Payment 
on time basis; and (ii) Payment on 
output or piecework basis. 

:Time Rate 'Wage System ' ■ '■' l 

It is also known as day work system or 
straight time rate system of wage 


payment. Under the scheme, wages are 
determined accordmgto the time, which 
the worker spends on the job assigned 
to him. It is like the employer buying 
the employee’s time. The unit of time 
may range from one hour to one week. 
Time wages are generally taken to mean 
the sum total of an hourly rate and the 
number of hours worked. For example , 
m one company employees are paid on 
time rate wage system. Naresh (an 
employee of the company) works eight 
hours a day and his standard rate per 
hour is Rs 5, then his total wage of a 
day would Rs 40 irrespective of how 
much unit of work he has performed. 

Advantages 

Time rate wage plan has the following 
advantages; 

• It is simple to calculate and 
therefore easily understood by 
workers. 

• It provides a guaranteed 
minimum remuneration to 
employees. 

• Workers are not in hurry to 
complete the job and can pay 
greater attention to the quality of 
their work. 

• Due to slow and steady pace of tire 
workers, there is reduced damage 
or rough handling of machines, 
tools and equipment. 

• IL is the only system that can be 
used profitably where the work is 
not standardised and the output 
cannot be measured. 

• It requires less administrative 
attention because the very basis 
of time wage contract is good faiih 
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and mutual confidence among the 
parties. 

Disadvantages 

Time rate system suffers from only a 
few disadvantages as given below: 

• There is a lack of incentive to reach 
and sustain a reasonable level of 
work. 

• This system seldom rewards the 
excellent workers in proportion to 
their output. 

• There is no incentive to improve 
methods and procedures. 

• There is a need for constant 
supervision. 

• Tliere is a tendency for workers to 
go slow and hence production 
suffers. 

Suitability 

Time rate plan is suitable where: 

• there is no standard unit of output 
that can be subjected to work 
measurement techniques; 

• quality is of supreme 
importance and time factor is 
not significant: 

• rate of output is determined solely 
by machine or processes and not 
by the operator; 

• learners and trainees whose 
output cannot be expected to 
reach the minimum standard, 

• there is no clear relationship 
between effort and output 

Piece rate Wage System 

This system envisages payment on the 

basis of output turned out by the 


employees. Wages are related directly to 
the skill, effort and results realised by 
respective employees. Standardised 
piece of work or job is assigned to the 
workers and wages are paid on 
completion of the job concerned with 
them. The piece rate wage in its simplest 
form represents a payment of so much 
per unit processed In piece work system 
the payment is made for the amount of 
work performed and for the time 
expended. For example, Chandra, an 
employee in a company gets her wages 
on the basis of piece rale. If she produces 
100 pieces of candles in a day and her 
wages are Re one per candle, then her 
wages would be Rs 100 irrespective of 
time she has devoted to this work. 
Difference between time wage and piece 
wage is given on next page. 

Advantages 

Some of the important benefits from 
piece rate wage plan may be stated as 
under. 

• It eliminates the tendency of 
workers to go slow as remuneration 
is directly linked with perfonnance 

• It reduces the cost of supervisors 
as minimum supervision is 
required. 

• It rewards superior performers 
and recognises merit. 

• It motivates them towards higher 
productivity and leads to higher 
output. 

Disadvantages 

The piece rate wage system does have 
few disadvantages, they are as under: 
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There is a danger that quantity 
will be secured at the expense of 
quality or perhaps of safely. 
While determining production 
standards the industrial engineers 
face stiff resistance from workers 
and opposition from trade union. 
It is not suitable for setting up 
group incentive plans unless all 
the workers’ jobs happen to carry 
the same hourly wage rate or 
production standard. 


There is no mimmuTi 
remuneration since, employees 
are not always able to keep to the 
standard output norms set. 

It is detrimental to the long 
term health and working 
efficiency of the worker because 
m his anxiety to earn more he 
may overstrain and overwork 
resulting m fatigue and 
breakdown of the biological 
system. 


Distinction Between Time Rate and Piece Rate Wage System 


Points of Distinction 

Time Rate 

Piece Rate 

1. Basis 

Wages are determined 
on the basis of time; 

Wages are determined on 
the basis of number of 
units produced; 

2 Efficiency 

Wages are not linked 
with the efficiency of 
the worker; 

Wages are directly linked 
with the efficiency of the 
worker, 

3. Quality 

Quality of work tends 
to be high, 

Quality of work tends to 
be low; 

4. Wastage 

There is less chance of 
wastage of materials 
and machinery; 

There are more chances 
of waslage of materials 
and machineiy ; 

5. Supervision 

Close supervision is 
required, 

Close supervision Is not 
required; 

6 Maintenance 

Cost of maintenance is 
low, 

Cost of maintenance is 
high; 

7. Attitudes of Trade 
Unions 

Trade Union prefer it; 

Trade Union oppose it; 

8. Security and 

Provides sense of 

There is feeling of 

Insecurity 

security to employees. 

economic insecurity 
among employees.; 
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Suitability 

Piece rate system is suitable 
where: 

• units of output can be 
measured; 

• the job is standardised, the work 


flow is regular, and delays are few 
or consistent; 

• there is a clear relationship 
beLween employees’ efforts and 
quantity of output; 

• quality is less important than 
quantity. 


SUMMARY 

Meaning 

Staffing is the process of determining the manpower needed to meet company- 
objectives, appraising and selecting candidates to fill these requirements and 
orienting, training and developing new and existing staff 

Process 

Staffing process includes: Manpower planning, Job analysis; Recruitment, Selection, 
Placement and orientation, Training, Performance appraisal, Promotion and career 
planning, Compensation; and separation. 

Recruitment 

Recruitment is concerned with discovering the sources of manpower required and 
tapping these resources. Internal sources of recruitment are; Transfer; Promotion 
and Lay-off. External sources are; .Waiting list; Recommendations of the present 
employees; Notices exhibited in the workshop, office or at the factory gate, Factory 
gate; Jobbers and contractors, Personnel consultants; Colleges, universities, 
technological institutions and scho'ols; Employment exchanges, and Media 
advertising 

Selection 

Selection is the process of discovering the most suitable and promising candidates 
to fill up the positions vacant Steps in selection process are; Scrutiny of applications 
received; Preliminary interview, Specialised application form; Testing, Interview, 
Checking references, Medical examination, and Final selection 

Training and Development 

Training is a learning experience Importance of training is due to the following 
reasons; Reduced learning time, Improved performance, Attitude formation; Aid in 
solving operational problems, Managing manpower needs, and Benefits to employees 
themselves. Training methods are: Apprenticeship programmes; Vestibule training; 
Job rotations; and Internship. 

Methods of Wage System 

Under the payment on time basis, wages are determined according to the time, 
which the worker spent on the job assigned to hun The advantages of this system 
are. Easy to calculate, Provides guaranteed minimum remuneration; and Reduced 
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damage to machines, and Improved quality. Limitations of this system are' Lack of 
incentive, Go slow tactics, No incentives to quality improvement, and Requires 
constant supervision 

Piece wage system envisages payment on the basis of output turned out by the 
employees, Advantages of this system are- Stimulates higher output, Rewards merit; 
Eliminates the tendency to go slow, and Minimum supervision. Disadvantages of 
this system are No minimum remuneration, Quality of products Is ignored; 
Opposition from trade unions; and Injurious to employees health 


Short Answer Type Questions 

1. List the steps m selection process. 

2. What is the purpose of recruitment? 

3, Define selection. 

4, What is Interview? 

5 List the different types of tests used in the selection process 

6 Explain the piece rate of wage payment, 

7 List disadvantages of piece rate of wages payment 

8. Discuss the suitability of time rale of wage payment 


1 Explain the meaning, need and importance of staffing. 

2 How are the manpower requirements estimated? 

3, What do you mean by job-analysis? What are its advantages? 
4 Give a brief account of the sources of recruitment 
5, Explain the different methods of training, 

6 Bring out the importance of remuneration to workers. 

7. Explain the concept of time rale method of wage payment, 

8 What are the advantages of time rate of wage payment? 
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CHAPTER 


LEARNING OBJECTIVES 

After studying this chapter you will be able to 1 

• explain the meaning and importance of directing; 

■ list the four elements of directing, 

• appreciate the importance of supervision, 

■ explain the importance and need of hierarchy in motivation, 

• appreciate the importance of leadership and qualities of a leader; 

• explain the process and types of communication in organisations, 

• establish a correlation between the formal and informal channels of 
communication; 

• discuss the barriers to effective communication. 


The chief executive officer ICICI Bank personally directed, operations and is responsible 
for where the Bank ts today. Someone once remarked that to understand the soul of an 
organisation, you need to understand its CEO. So, it's not surprising that much of the 
way ICICI Bank is today is thanks to two trends that Kamath anticipated some years 
back One, in a rapidly altenng India, commercial banking would be afar more 
lucrative business than development finance. Two, the use of technology will, as In 
other parts of the world, change the face of banking It requires somebody to motivate 
and Inspire subordinates lo work as a team. 

This ability to transform a 48-years old development finance institution into a 
universal bank with assets worth Rs 1 lac crore and a presence In the wholesale and 
retail banking business is what is seen by many as ICICI’s biggest achievement in 
recent tunes. Looking at tn another way, earlier ICICI used to fund asset creation 
Today, it not only does that, but it also funds consumption. 

ICICI's next big push will take It into smaller towns and villages and also outside 
the country. Small teams within ICICI have been conducting innumerable pilots to find 
the best strategies to roll into rural India and the overseas markets 




147 

DIRECTING 


The business example just cited 
illustrates two important facts about 
motivation and leadership In 
organisations which will be explored m 
this chapter: (i) motivation can have an 
influence on efficiency; and (11) the right 
leadership can take the organisation to 
commanding heights. 

In the management process 
directing enters the picture at the 
implementation stage. It involves getting 
others to act after all preparations have 
been completed. To be specific, once 
objectives have been formulated and 
plans of action to achieve these 
objectives have been drawn, it is 
necessary to execute the plans. The 
execution of plans is accomplished by 
directing the people what to do and 
seeing that they do it to the best of their 
ability. It is through directing that 
managers get the work done through 
people. In this chapter, we shall discuss 
the meaning and importance of 
directing as a function of management 
as well as various aspects of 


elements of direction namely 
supervision, motivation, leadership and 
communication. 

Meaning 

Directing as a function of management 
is concerned with instructing, guiding 
and inspiring people in the organisation 
to achieve its objectives. It is that part 
of management process which is 
concerned with ensuring that people in 
an organisation act efficiently and 
effectively. It involves overseeing people 
at work, making provision for the 
necessary facilities and creating a work 
environment m which employees may 
perform to the best of their ability It 
consists of issuing orders and 
instructions by superiors to his 
subordinates. It also includes the 
process of communicating effectively 
with the subordinates as well as 
motivating them to secure desired 
action. It involves providing leadership 
to organisational members with an 


Motivational Programmes Detection Systems 

Detection Systems, a company manufactures and sells security systems for homes 
and retail stores. The director considers himself lucky to have entered this business 
at a time when the public was becoming increasingly concerned about burglaries. 
Sales have increased steadily during the past decade, with business being particularly 
strong during the two recessions (People tend to worry about the increased burglary 
rale associated with hard times.) Despite Its prosperity. Detection Systems is 
experiencing problems The director explains it this way. 

“So I decided to try a few motivational programmes I bought some fancy new 
uniforms for anybody doing ordinary work. We started having company sponsored 
picnics. Then a moUvation consultant told us a programme of worker incentives 
based on trading stamps Unfortunately, none of these things has led to any real 
improvement in output. We have still got the problem of employee laziness, and it 
is beginning to cut into our profits ” 


Source- Business India 
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understanding of their personal goals, 
hopes, beliefs, attitudes and behaviour 
pattern. Through directing function, 
managers bring about balance between 
individual interests of employees and 
organisational interests. Individuals 
join organisation to satisfy then- 
personal goals and ambitions like 
income, promotion, sense of self- 
fulfilment etc. Organisations, in contrast 
have their own objectives, like 
increasing sales, introducing new 
products and the like. Managers while 
performing directing function, instruct 
guide, supervise and inspire then- 
subordinates m a manner that they are 
able to strike a balance between 
individual and organisational interests; 
they do not focus on one at the cost of 
the other. It may be noted that directing, 
is an all pervasive function of the 
organisation. Further, directing is a 
continuous, on going activity of 
managers. 

Importance 

Directing is the key element of the 
management process. It is the process, 
around which all performance resolves. 
It consists of all those activities by which 
a manager causes the subordinates to 
act and influences the action of 
subordinates to ensure that they 
perform their tasks in a manner that 
would lead to efficient implementation 
of plans and realisation of 
organisational goals. It may be noted, 
planning, organising and staffing are 
not enough. Directing function is 
needed to initiate action. Also it is 
required to communicate organisational 


goals and plans including methods of 
work to its subordinates at various 
levels. Directing, motivates the 
employees to work harder and better 
Efficient planning, sound organisation 
and staffing may serve no purpose 
unless accompanied by effective 
direction of activities. In this context, 
the importance of directing in the 
organisation can be presented as 
follows 

(i) Initiates action: All 

organisational activities are initiated 
through direction. Along with planning, 
organising and staffing, managers 
stimulate action by issuing instructions 
to subordinates and by supervising 
their Avork. The aim of directing is to 
activate employees to work towards the 
realisation of predetermined goals of the 
organisation. Without direction, other 
managerial functions like planning, 
organising and staffing remain 
ineffective, because plans are noL likely 
to be implemented m the manner 
desired and may not best possible efforts 
from employees may not be elicited. 

(ii) Integrates employees efforts: 
At all levels of management, there are 
subordinates. The work entrusted to 
these individuals is interrelated. The 
performance of each individual affects 
the performance of others. Thus, 
individual efforts need to be integrated, 
so that the organisation achieves its 
goals. Directing, mtegrates the activities 
of subordinates, by supervision, 
guidance and counselling. For example, 
at a restaurant the steward takes the 
order from the guests and passes it on 
to the cook. Once preparations are 
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ready, the waiters serve the food 
ordered. A manager, ensures through 
supervision and guidance that steward, 
cook and waiter compliment each 
others work. The food is prepared and 
served according to the orders and in 
time. There are no delays. 

(iii) Means of motivation; 
Directing involves motivating 
subordinates to work efficiently and to 
contribute their maximum efforts 
towards the achievement of organi¬ 
sational goals. Organisational objectives 
cannot be realised unless people 
working in organisation are motivated 
to work willingly and perform well to 
the best of their abilities. 

(iv) Balance in the organisation: 
Very often perception of how 
organisational objectives may be 
achieved may differ from person to 
person and level to level. There may be 
conflict m this regard. Directmgresolves 
these conflicts and helps bringing about 
balance between individual and 
organisational conflicts. But organisa¬ 
tions have their own separate set of 
goals and objectives. Sometimes a 
conflict may arise between individual 
and organisational goals. For example, 
in his enthusiasm to increase the sales 
volume, a salesman may insist on 
selling more by keeping price low. It 
would mean low profit margin to the 
company and revision of price policy. If 
the higher management refuses to 
reduce the price, the supervisors of the 
salesmen must guide and counsel them 
on how sales targets could be achieved 
without taking recourse to price 
reduction. Thus, directing would help 


in solving the conflict between 
individual and organisational goals. 

Directing also brings about balance 
in the organisation by integrating 
individual and organisational goals. It 
is a fact that individuals join 
organisations to satisfy their goals and 
objectives like income, promotion, 
status, and financial security etc. The 
organisations on the other hand, have 
their own set of objectives such as 
increasing market share, more profits, 
developing new products etc. Through 
directing, managers made employees 
see that they can achieve their personal 
goals by satisfying organisational goals. 
Sometimes, managers inspire 
employees to give greater importance 
to organisational interests than their 
personal objectives. For example, 
efficient employees often seek exclusive 
recognition and praise. But when they 
work as members of a team, the credit 
for the task accomplished is shared by 
all the members of the team, more or 
less equally. The managers guide, 
encourage and inspire these efficient 
employees to willingly share the credit 
of their extra contribution with other 
members and instill in them a sense of 
team spirit. 

(v) Facilitates change: All 

organisations operate m a changing 
environment Changes in the 
environment often require changes to 
be introduced in the organisation also 
Directing facilitates organisational 
adjustments and cope with the 
changing conditions through 
communication and leadership. For 
example, in the manufacturing process 
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— a computer may have to be installed 
and manual work reduced to improve 
the efficiency of operations. Such 
changes are often resisted by 
employees. Because they may fear that 
the changes will adversely affect the 
terms and conditions of their 
employment and their prospects of 
promotion. Such fears may be removed 
if the employees are informed about the 
nature of change; and the benefit that 
are likely to follow. The employees may 
be persuaded by managers to accept 
the change in their own interest. 
Persuasive leadership and information 
sharing may, thus, enable management 
to bring about changes in the 
organisation smoothly. 


Elements 

Direction includes the following 
elements: 

(i) Supervision; 

(ii) Motivation, 

(nl) Leadership; and 
(iv) Communication. 

These elements together constitute 
directing function. 

SUPERVISION 

The word ‘supervision’ consists of two 
parts (1) super; and (11) vision. ‘Super’ 
means over and above. ‘Vision’ is the 
art of seeing objects, or viewing mental 
images or looking over. Thus, supervision 


Directing the Change — BPCL at the Top 

BPCL began shaking up the market with it’s new initiatives and being market savvy. 
The management attributes its success to the fact that everyone in the company 
had a shared vision which was brought about by motivation and the chairman, 
BPCL personally directing the entire operations. The change management initiative 
has worked exceedingly well with all the employees and customers. 

BPCL transformed itself into a customer-centnc organisation. It became a 
shared vision of 3,000 people from the bottom to the top. It reduced the number of 
layers In the organisation from 6-7 to 3-4 The company also moved from a function- 
based system to a umt-based system under which the unit head was given complete 
autonomy to decide how to meet customer needs But a lot of what it was putting 
into place was not visible to outsiders 

The Petro Card made the first major impact. The chip-based plastic card was 
meant for cashless transactions at BPCL outlets It promised fixed reward points 
called ‘Petromiles’ on every purchase of fuel or non-fuel products at BPCL outlets. 
These Petromiles could then be redeemed against gifts or special benefits. 

To BPCL, in turn, the Petro Card holders were to be a faithful clientele With 
over 1 million useis, die Petro Card is the mol successful lm.i' 1- / programme m the 
industry loda\ BPCL has made this poss. >'c b < r -ppi.it >0 per cent of its 4,711 
ouLleisuilh machines that accept Petro C.iiils \\'i\ 1 1< 17 11 o Card network was 
expanding, BPCL added a new dimension to its market focus by giving its outlets a 
contemporary international look. 


Source: Business World 
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means overseeing from above. The term 
‘supervision’ is normally used in 
management to mean, overseeing the 
employees at work. It implies, 
instructing, observing, monitoring and 
guiding the subordinates at workplace 
to ensure that plans and procedures 
are implemented as intended. It involves 
direct and immediate guidance and 
control of subordinates in the 
performance of their tasks. While 
executives at all levels carry out of 
supervision work, the term ‘supervisor’ 
refers basically to an individual who 
supervises the operatives. He may be 
designated as Foreman, Overseer, 
Superintendent, Section Officer or 
Section In charge. At the operating level 
supervision is the most important 
component of a manager’s job. The 
supervisor is in direct contact with the 
operatives / workers. 


essential to carry out the tasks. The 
orders and instructions are the primary 
tool through which various activities 
are initiated, modified or terminated 
Supervision, thus, sets the work into 
motion and follows it up through 
various stages until it is completed. 

(ii) Facilitates control: Supervision 
includes monitoring the on going 
activity. Therefore, it ensures checking 
on the methods m use and progress of 
work against planned schedule 
evaluating actual performance at 
regular intervals and taking corrective 
action if necessary. As a result, 
supervision ensures control of work 
activity and adherence to plans, 
methods and work schedules. 

(iii) Optimal utilisation of 
resources: If the work is observed and 
guided, while the progress is on, it leads 
to minimum waste of time and 


Supervisors in Maruti 


Up to last year, to achieve a certain level of quality index in our cars, we had to 
work very hard between the time when the cars came out of the production line and 
the time they left the plant This was because the production line was not sending 
them defect-free. Now supervisors on the line are directly responsible for product 
quality. By doing it right the first time on the production line, we have a much 
higher direct pass rate. And we can achieve the same or higher final quality of cars 
without having to work on them. Earlier, if 20 people were deployed in the repair 
area, now there are only two. Clearly, better quality has meant lower costs 

The reduction in the in-house warranty cost per vehicle by 83 per cent (March 
2002 over previous year) contnbutes straight to the bottomlme. A warranty reduction 
of Rs 22 per car adds up to over Rs 7.7 crore Just another indicator of how 
improved quality translates into lower cost and better competitiveness. 

Source: Indian Management 


Importance 

(i) Ensures issuing instructions: 

While carrying out supervision, 
managers issue orders and instructions 


resources. This results in efficient 
utilisation of resources 

(iv) Maintenance of discipline: 
The supervision maintains discipline m 
the sense that monitoring and guidance 
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ensure plans and time schedules are 
adhered to, if there are any deviations, 
deliberate or unintentional, those are 
immediately rectified through remedial 
action. 

(v) Feedback: Supervision helps 
maintain contact with the employees. 
As a result feedback in the form of view 
points, suggestions, grievances and 
complaints keeps coming to the 
management. It improves quality of 
management decisions and revision of 
plans and policies. 

(vi) Improves Communication: 
Issuing instructions and orders leads 
to clear communication to 
subordinates regarding, what is to be 
done. During monitoring, managers 
take feedback on progress of work, 
suggestions and conditions in which 
work is being carried out. It improves 
communication at different levels of 
management, which improves 
efficiency. Improved communication 
also leads to better understanding of 
needs, aspirations, and problems of 
people at different levels of 
organisation. 

(viij Improves motivation: While 
performing supervision function, 
managers inspire their subordinates 
towards better work performance. They 
motivate the subordinates through 
appreciation and recognition of work 
done 

MOTIVATION 

Motivation is an important aspect of the 
directing function of management 
which is aimed at influencing the 
behaviour of subordinates for better 
performance and achieving the desired 


results. Motivator inspires and directs 
behaviour towards greater work effort. 
Otherwise employees generally, perform 
what is just required for earning. 
Without motivation they do not have the 
urge to maintain and improve upon 
their efficiency. 

Meaning 

Motivation is derived from the word 
‘motive’. Motive refers to the needs, 
wants, drives or impulses within 
individuals. Motives spur and guide 
people to action. One of the functions 
of management is to create the desire 
among the employees to perform to 
the best of their abilities. Motivation 
is a mental state. It is a driving force 
that propels people to action and 
continues them in action Motivation 
is the set of forces that causes people 
to behave in certain ways. In the 
management context, motivation may 
be defined as the process of 
stimulating people to action, to 
accomplish desired goals. It involves 
arousing needs and desires in people 
to initiate and direct their behaviour 
in a purposeful manner. The 
motivation process begins with a felt 
need or deficiency. The individual 
searches for alternatives to satisfy that 
need and chooses the one perceived 
to be the most appropriate. It leads 
to goal directed behaviour. After 
undertaking the chosen goal directed 
behaviour, the individual evaluates 
whether need is satisfied. If evaluation 
is positive i.e. need is satisfied, the 
individual determines future needs, if 
not one may try another option. The 
process is presented in Fig. 7.1 
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Fig. 7.1: The Process of Motivation 


Carrying out the 
chosen option 


The motivation process can be 
explained with the help of an example. 
Suppose, a worker feels that she is 
under-paid, she experiences a 
deficiency or a need for an additional 
income. To satisfy this need, she 
searches for ways to satisfy it, such as 
looking for a new job or working harder, 
to earn more pay and promotion. She 


chooses one of the options. After 
carrying out the chosen option, lets say, 
working harder and putting in more 
hours for a reasonable period of time, 
she evaluates her success. If her hard 
work results in a pay increase, she 
perhaps feels good and will continue to 
work hard. If she fails to earn a pay 
Increase, she is likely to try another 


Make It Meaningful 

Daniel Vasella trained as a physician and is now the chairman and chief executive 
officer of NovarUs, a pharmaceutical company based in Basel, Switzerland, 

One way we try to foster innovation — both the technological innovation that 
leads to new drugs and the organisational innovation thaL improves the way we do 
business — is to align our business objectives with our ideals. Doing so reaches 
people’s intrinsic motivation. Certainly, extrinsic motivation is important, we offer 
stock options to our scientists and sponsor company research awards that enhance 
a researcher's visibility both within and outside Novartis. But I believe that people 
also do a better job when they believe in what they do and in how the company 
behaves, when they see dial (.heir work does more than ennch shareholders 

These actlvtues have a deep meaning for our employees and unleash their energy 
and enthusiasm With regard to our breakthrough cancer drag Glivec (called Gleevec 
In the United States), for inscance, our researchers overcame every obstacle to 
develop the drug, and our production teams worked around the clock lo produce 
enough supply for clinical trials. The alignment of objectives, ideals, and values 
comnburcs gready to the motivation and thereby the energy that employees at all 
levels, myself included, devote to their work. 


Source Indian Management 
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option. Motivation is a psychological 
phenomenon — an internal feeling. It 
is the complex of forces starling and 
keeping a person at work in an 
organisation. It causes goal directed 
behaviour but differs from individual 
to individual This is because human 
needs influence behaviour m different 
ways. Since, the needs are interrelated, 
a person cannot be partly motivated — 
and motivation influences various 
aspects of human behaviour. Further 
human needs are unlimited. Fulfilment 
of one set of needs gives rise to other 
needs. Hence, motivation is a 
continuous process. 

Importance 

Effectiveness of motivation contributes 
a great deal to the success of an 
organisation. It is through motivation 
that managers can inspire their 
subordinates to give their best to the 
organisation. The importance of 
motivation arises from its effects on 
organisational functions. 

(i) Motivation sets in motion the 
action of people: In every organisation 
there are physical, financial and human 
resources. The utilisation of physical 
and financial resources depends on the 
ability and willingness of people to 
work. Motivation puts human 
resources into action. Motivation builds 
the will to work along employees and 
enables the management to secure the 
best possible utilisation of all resources, 

(ii) Improves efficiency: 
Motivation influences the level of 
performance of employees which 
depends not only on individual abilities 


but also on their willingness to achieve 
a higher level of performance, 
Motivation infuses willingness to work. 
One may have ability to work, but one 
may not perform according to one’s 
ability, in the absence of motivation. As 
such motivation bridges the gap 
between the ability to work and 
willingness to work. Motivation is 
essentially goal directed. Therefore, 
higher the motivation, the better goal 
accomplishment. By inducing people to 
work better, motivation helps in 
increasing productivity, reducing the 
cost of operations and securing overall 
efficiency. 

(iii) Ensures achievement of 
organisational goals: Management 
achieves goals effectively by motivating 
subordinates to contribute their best 
efforts, towards the fulfilment of the 
assigned tasks. If people are not 
motivated, no purpose can be served 
by planning, organising and staffing 
functions. By meeting individual needs 
through a satisfactory system of 
rewards, the management can secure 
the cooperation of subordinates 
towards the accomplishment of 
organisational goals. 

(iv) Motivation creates 
supportive work environment: 
Organisations offer various rewards to 
their employees to satisfy their diverse 
needs. They offer monetary rewards, 
promotional opportunities, recognition 
of efficient work and involvement of 
employees m decision making. These 
bring about need satisfaction among 
employees Such satisfaction leads to 
cordial relationship between the 
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employer and the employees. As a 
consequence absenteeism and 
Industrial disputes are reduced and 
morale is improved. 

(v) Reduction in resistance to 
change: Effective motivation helps to 
overcome resistance to change. 
Motivated employees support all 
changes that are in the organisational 
interests, because they identify their 
own advancement with the prosperity 
of the enterprise. For example, say a 
firm needs to introduce new technology, 
which requires its employees to learn 
new skills. If the employees are 
motivated, they are likely to support the 
change over to new technology even 
though it would mean, they must put 
in extra effort to learn new skills. In 
contrast, if employees are not well- 
motivated they are likely to resist the 
change. 

(vi) Reduction in employees 
turnover: Motivation creates confidence 
in the subordinates and secures their 
loyalty to the organisation. The rate of 
employee turnover is reduced. This 
results in maintaining a stable work 
force The skill and experience of 
employees continue to be available to 
the advantage of the organisation as well 
as the employees. The organisation 
thereby builds a better image and is 
able to attract qualified and competent 
people. 

Need Hierarchy 

Motivation is a mental state arising from 
needs and wants of individuals. It is a 
driving force that propels people to 
action. A manager must understand 


needs and, wants of people if he has to 
motivate them to work. For this purpose 
a thorough understanding of human 
needs is necessary. Famous 
psychologist Abraham H. Maslaw 
developed a conceptual framework for 
understanding nature of human needs. 
Maslow proposed two t hin gs. 

• Each persons need depends on 
what he already has. Only needs 
not yet satisfied can influence 
behaviour. A fully satisfied need 
cannot influence behaviour. 

• Needs are arranged in a hierarchy 
of importance. That is, they follow 
a definite sequence. 

(i) Physiological needs: These 
needs mclude requirements for survival 
and maintenance of human life such as 
food, clothing, shelter, water and other 
necessities of life. Need for these things 
is felt not only for oneself but also for 
ones family. 

(ii) Safety and security needs: 

Once physiological needs are, satisfied 
people want to ensure that they 
continue to satisfy these needs even in 
future without interruption. This gives 
the individual a feeling of security. For 
example if a person has obtained food 
once or shelter once he will want that 
he continues to get these in future also. 
People want physical security, 
economic security as well as social 
security. Physical security includes 
protection against fire, accidents, crime 
and other types of physical dangers. 
Economic security implies seeking 
assurance regarding the availability of 
money for the fulfilment of basic needs 
on continuous or permanent basis. 
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Social security needs comprise need for 
security in old age, state of illness or 
partial' or total incapacity. 

(iii) Social needs: These are 
related to the social nature of people 
and to their need for companionship. 
These include the need for love and 
affection and the need to be accepted 
by one’s peers. These needs are satisfied 
by most people by friendships on the 
job, family and community relationship 
outside of work. Organisations may 
satisfy these needs by encouraging 
team building and permitting co¬ 
workers the opportunity to interact 
socially on the job. 

(iv) Esteem needs: These needs 
consist of two different set of needs — 
the need for a positive self-image and 
self-respect and the need for recognition 
and respect from others. Satisfaction of 
esteem needs leads to self-confidence 
and prestige. Organisations can satisfy 
these needs by recognising good 
performance, providing challenging job 
assignments and opportunities for the 
employee to feel a sense of 
accomplishment. Good job titles, nice 
offices, extra authority etc, are some of 
the ways to satisfy the needs. 

(v) Self-actualisation needs: 
Maslow defines these needs as the 
‘desire to become everything one is 
capable of becoming’. The satisfaction 
of self-actualisation needs enables the 
individual to realise fully the 
potentialities of his talents and 
capabilities A soldier who comes out 
of his bunker in the face of the volley of 
bullets exposing himself fully to the 


enemy fire to destroy the enemy can be 
said to be motivated by this need. These 
needs are perhaps most difficult for a 
manager to address because these 
needs must be met from within the 
individual. But a manager can help by 
promoting a culture wherein self- 
actualisation is possible. For example, 
he may grant them independence and 
freedom to make decisions, provide 
opportunities to learn new things, 
encouraging creativity, allowing risk 
taking in decision making. 

Most managers and non-managers 
believe that, Maslow’s need hierarchy 
is concise and informative It has 
gained wide acceptance. The theory 
provides an insight to managers, that 
they must be sensitive to needs of 
subordinates and provide an 
environment for the satisfaction of their 
dominant needs. However, the theory 
has some limitations. First, needs, need 
not follow hierarchy. A person may 
seek to satisfy several needs at the 
same time. For example, safety needs 
are present with most of other needs. 
A person may pursue self- 
actualisation needs while many of his 
lower level needs might be unfulfilled. 
It should also be noted that human 
needs cannot be categorised into 
distinct water tight compartments. 

;/ LEADERSHIP /'Tl 

Leadership is another aspect of directing 
function of management. Managers at 
all levels are expected to be leaders 
of work groups so that the 
subordinates, as followers, willingly 
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carry out their instructions and accept 
their advice and guidance. Every 
manager has the authority and right to 
issue orders and instructions and 
enforce the obedience on his 
subordinates However, leadership 
involves securing willing cooperation of 
subordinates by influencing their 
behaviour. 


influence the behaviour of 
followers. 

(ii) It involves interaction between two 
or more persons. 

(iii) It implies pursuit of common goals 
in the interest of individuals as well 
as the group as a whole. 

(iv) Itis the process of securingwilhngness 
and enthusiastic cooperation of others. 


Leading From the Heart 


Everyone has had a bad boss — and most of us have had at least one good one. 
The difference between the two lay not so much m what they said and did but how 
they said or did it The bad boss might have been smart, but his ideas never seemed 
to go far, people remained demotivated and often the obstacles seemed 
insurmountable The good boss, however, always seemed to get positive results and 
was surrounded by a cheerful team willing to work hard to make strategies successful. 
It wasn’t that the good boss was smarter •— she/he just had more emotional 
intelligence. 

Source Indian Management 


Meaning 

Leadership may be defined as the 
process of influencing the behaviour 
of people at work towards the 
realisation of specified goals. It 
involves ability to use non-coercive 
influence on the activities, goals and 
motivation of others for achieving 
organisational objectives. Leadership 
is the process of practice of influence - 
skills to elicit willing and enthusiastic 
cooperation from the members of the 
organisation. It implies pursuit of 
common goals under the advice and 
guidance of the leader in the interest 
of individuals and the group as well 
as for the benefit of the organisation. 
Thus, the leadership process has four 
mam features. 

(i) It is a process of influence. The 
basic purpose of leadership is to 


The exercise of influence is the 
essence of leadership. The influence 
may be exercised m a number of ways. 
David Kipnis and his colleagues have 
identified seven influence strategies 
adopted by managers for performing 
leadership roles. These are: 

(i) Reason: Using facts and data to 
build up a logical argument; 

(ii) Ftiendliness: Using supporti-veness, 
creation of goodwill and praise; 

(iiij Coalition: Mobilising others in the 
organisation, 

(iv) Bargaining: Negotiating on the 
basis of mutual give and take; 

(v) Assertiveness: Adopting a direct 
and forceful approach to address 
issues; 

(vi) Higher authority: Gaining support 
of higher levels in the hierarchy to 
add weight to the request 
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full) Sanctions; Using rewards and It may also be pointed out In this 
punishment. context that to be a leader a person need 

The empirical research shows that not be a manager. That is he need not 
reason and assertiveness are most necessarily hold a formal managerial 
popular influence skills while high position. There can be leaders of 
authority and sanctions are the least employee groups who are not managers, 
used methods. Employees look towards them for 

Sometimes managership and assistance, guidance and support, 
leadership are regarded as The differences between leaders and 
synonymous. This is not true. A managers can thus be explained as 
manager may not be a leader in the follows: Firstly, managers exist only as a 

Leadership Defined 

Leadership is the ability to persuade others to seek defined objectives 
enthusiastically It is the human factor which binds a group together and motivates 
It towards goals, 

— Keith Dawis 

Leadership involves other people, therefore, where there are leaders, there must be 
followers. 

— John P. Kotter 

Leadership is the ability to influence through communication the activities of others 
individually or as a group, towards the accomplishment of worthwhile, meaningful 
and challenging goals. 

— Ivancevich, Dondly, Gibson 

sense that he is not able to win trust P^t °f formal organisation whereas 
and confidence of his subordinates; the leaders can be found outside the formal 
subordinates do not look up to him organisation structure. Secondly, the 
for guidance and support. He has to focus of managers is on achieving the 
rely on his official authority to seek assigned organisational goals, while 
cooperation of and to get the work done leaders are concerned with the 
by his subordinates. However, if a expectations and aspirations of their 
manager possesses leadership followers Thirdly, managers possess 
qualities, he influences the behaviour formal authority. Leaders on the other 
of subordinates in such a manner that hand have acceptance authority, 
he is able to elicit willing cooperation Followers willingly grant them right to 
and is able to make himself acceptable command and lead them. Of course, 
as their guide, counsellor and source when managers act as leaders they 
of support. Such a manager tends to continue to have formal authority but 
be more effective m inspiring and over and above that they enjoy 
motivating his subordinates to work acceptance authority emanating from the 
with zeal and enthusiasm. trust and confidence of the subordinates. 
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Leadership and CEO’s 

CEO problems has to do with the fact that the higher you go In the leadership 
ladder the less honest people will be with you. Because people become fearful, for 
example, they don’t want to bring bad news They don’t want to tell you things 
which will upset you for fear that you will get upset with them, which unfortunately, 
and too often, happens So people keep quiet. It means that the person at the top 
of the organisation, who theoretically should know the most, very often knows the 
least or is the last to find out. That means that leaders, to be effective, have to be 
proactive in getting information. They have to be active in setting a tone or creating 
a culture where people can be frank. 

Source Indian Management 


Importance 

Leadership is regarded as the most 
important element of the directing 
function of management. It is a 
supportive function and aids all other 
managerial functions. While performing 
leadership function, managers 
establish the direction of work and 
develop a vision of the future. They 
energise people by motivating and 
inspiring them to overcome various 
constraints, which they may come 
across while performing their work. A 
leader must be ahead of the group if 
plans are to be formulated well. The 
importance of leadership can be 
discussed as follows: 

(i) Helps in guiding and 
inspiring employees: A leader by 
exercising his leadership creates and 
urge in the employees for higher 
performance and helps in the 
attainment of organisational goals. 
Leadership is an important factor which 
governs the success of an organisation. 
Its importance arises form the fact that 
leadership directs the potential abilities 
of employees towards the 
accomplishment of goals. 


(u) Secures cooperation of 
members of organisation: Managers 
are successful only when they secure 
willing cooperation of their 
subordinates As leaders, managers 
persuade employees to work 
enthusiastically and with confidence 
The leader initiates action, brings about 
changes when necessary, convinces the 
subordinates about the specified goals 
and persuades employees to work 
diligently and achieve goals. 

(iii) Creates confidence: 
Sometimes, individuals fail to recognise 
their qualities and capabilities. The 
leader creates confidence among them 
because of his insight, understanding 
and ability to handle situations. He 
provides psychological support and 
infuses the spirit of enthusiasm m 
followers by his conduct and 
expression. 

(iv) Improves productivity: An 

important task before an organisation 
is to utilise various human, financial and 
technical resources efficiently, so that 
ratio of output to input is maximum. 
Efficiency of performance depends on 
motivation, confidence and cooperation 
of employees. Leadership secures these 
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elements at work place as a result of 
which employees contribute their 
maximum effort towards achieving the 
organisational goals. 

(v) Improves job satisfaction: 
Apart from monetary compensation 
and physical conditions at work place, 
job satisfaction of employees depends 
on the behaviour of managers towards 
subordinates. Leadership ensures that 
managers adopt behaviour patterns 
which are acceptable to subordinates. 
Leadership guides the employees while 
performing in uncertain and vague 
situations, provides support during 


stress and encourages subordinates to 
take initiatives when they come up with 
new ideas. These factors improve job 
satisfaction among employees. 

(vi) Enhances group cohesion: 
Cohesive work groups axe characterised 
by mutual trust, liking, friendliness 
and cooperation. Leadership aligns 
people at work-place by creating team- 
spirit. Leadership encourages 
subordinate to share the common 
vision and work collectively towards 
goal attainment by giving higher 
priority to group goals relative to 
personal goals. 


The Emotional Connect 

In 1989, when Monica Shqrma became chief of health of Unicefs health section 
immunisation project in India, She understood the importance of the work, the 
oi ganlsatlon was doing For too many children in that country were dying needlessly 
from common and preventable childhood diseases such as measles — and her 
project’s goal was to change that sad fact But immediately, Monica sensed something 
that troubled her: Most of the 400 employees fell far away from the organisation’s 
mission and the inspiring work that they themselves supported in their day to day 
jobs. Because most staff worked at desks in the mam office, they didn’t have access 
to the sense of purpose that the health teams felt as they moved from village to 
village immunising children 

Monica came up with a solution that would truly attune people to the common 
mission — by connecting them emotionally to their work and therefore with their 
own ideal visions of their purpose in the organisation. “I thought of a scheme to 
get absolutely everyone involved in the field work of the project,’’ Monica told us. 
She lobbied Unicefs senior management to let her send everyone of the over office- 
bound staff to work m village immunisation clinics. Senior leadership supported 
her plan. 

Senior members were able to see — many for the first time — what their work 
was really about. They helped in gathering children together and bring them to the 
clinics; they saw, up close, the health teams of work. For the first time they were 
able to feel the raw emotions that underline their dally work; excitement and hope, 
alongside the doubts and fears of the mothers, who themselves were scared of the 
syringes and were frightened for their children. Gradually, the workers in the home 
office come to see that each of their roles contributed to saving the life of a child, 
and that even seemingly unimportant or routine tasks were actually critical. 


Source Indian Management 
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! Qualities 

l 

Effectiveness of leadership depends on 
the qualities of the leader, which enable 
him to secure willing cooperation of 
subordinates through his personal 
influence on their behaviour. 

(i) Intelligence and scholarship: 
A leader should be able to examine 
problems m the right perspective. He 
should possess superior judgment and 
decision making abilities then others. 
Opinion and judgment should be 
formed on the basis of facts and without 
prejudice He should have a logical bent 
of mind and a mature and an objective 
outlook free from bias. 

(ii) Communication skills: 
Leaders should be able to 
communicate with people in a way that 
strikes other people as being on the 
same wavelength. Goals and 
procedures of the organisation need to 
be communicated clearly, precisely and 
effectively Then, only it will be possible 
to convince, persuade and stimulate 


subordinates to action This will also 
enable him to develop cordial relations 
with his followers and recognise their 
problems and feelings 

(iii) Listening skills: A leader who 
does not listen alienates people. It 
doesn’t matter if your work or sbategy 
is brilliant, the leader will just not have 
followers. Subordinates have to be 
create encouraged to talk. Leaders have 
to create a culture where people can be 
frank and tell you information. The 
leader can be well informed only If he 
listens to others problems and at the 
same time about himself Receiving 
feedback about oneself is most 
important then only can the leader 
upon himself and improve 

(iv) Ability to inspire people: A 
leader should be an example and 
inspire people to deal with the ‘why’ 
question. ‘People should feel deeply 
involved with the work and be able to 
work together as a team The entire 
organisation should revolve around 
that focus. It is not correct to always 


Ear to the Ground 

Even if a leader has a strong vision, the democratic style works well to surface ideas 
about how to implement that vision or to generate fresh ideas for executing It For 
example, David Morgan, CEO of Westpac Bank in Australia, spends up to 20 days 
each year meeting with various groups of his top 800 people, 40 at a time “It's a 
session where they give feedback,” Morgan told us ” I want to know how it really is. 
If it was ever true that someone sitting in an isolated comer office could run this 
business, it's not true today. The greatest risk is being out of touch with what’s 
going on,” 

For such feedback sessions to be useiul, the leader must be open to everything 
— bad news as well as good "You have to listen to some pretty tough stuff,” 
Morgan adds.” But the first time I chop someone’s head off for telling me the hard 
truth, that’s when they’ll stop talking to me. I have to keep it safe for everyone to 
speak up There's no problem we can't solve if we can be open about it ” 

Source Indian Management 
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command and control but to remain 
connected with the work and lead. 

( v) Self confidence and sense 
of responsibility: A leader must have 
confidence in his own ability to 
accomplish tasks and meet the needs 
of every situation. He, should be made 
fully responsible for achieving the 
goals of an organisation. For this he 
must possess complete knowledge of 
the work being performed and be 
capable of achieving specific tasks. At 
the same time, he should be ready to 
own the consequences of any action 
and share the credit with subordinates. 
Then only will it be possible for him 
command respect and influence and 
direct the behaviour of his followers. 

(vi) Empathy: The ability of a 
person to look at things from others 
point of view is known as empathy A 
leader should be able to empathise and 
see things from other peoples 
perspective. To accomplish tasks 
through others their needs and 
aspirations should also be considered. 
A leader with empathy is more open to 
feedback about himself. It is important 
to be in touch with others and 
understand their problems and 
viewpoint. These leaders are most 
effective in managing themselves and 
managing relationships. 

Although the above qualities 
contribute to the success of leadership, 
the relative importance of the qualities 
cannot be stated categorically. The 
success of leadership also depends 
upon the attitude of followers and the 
situation. 


COMMUNICATION 

Although communication is relevant to 
all the functions of management, it is 
particularly important in relation to the 
directing function. All other elements of 
the directing function become effective 
only when there is effective 
communication. 

[ 

Meaning 1 ' 

One of the biggest challenges for 
management is to ensure that 
individuals understand and 
voluntarily work towards 
accomplishing the goals of the 
organisation. This is possible only if 
tneie is effective communication 
throughout the organisation. The 
organisation plans and feedback 
received require to be communicated 
to all levels of management. At the same 
time each should be well informed 
about the organisations structure, 
decisions leadership and staffing 
procedures. Organisational and 
individual performance both improve 
when managerial communication is 
effective. 

Communication involves trans¬ 
mission of mutual understanding. 
Communication means exchange of 
messages between two or more persons 
The messages may include ideas, facts, 
opinions, information, instructions, 
understanding and anything that 
conveys a meaning. Exchange of 
messages etc. may take place in 
different ways. The subject matter of 
communication requires the use of 
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certain forms or methods of 
transmission. These may be ( 1 ) words 
(oral or written); (n) pictures including 
graphs and diagrams; and 
(iii) actions or gestures. Each of these 
methods may be used exclusively or in 
combination with or supplement to 
others. 

Communication is a process which 
involves a sender of message and a 
receiver communication is complete 
only when the receiver is able to 
interpret the message as desired by the 
sender and responds to it. 
Communication is regarded as a two- 
way process. It includes sending of a 
message and the response to that 
message. The receiver may or may not 
agree with the point of view of the sender 
of the message. However, for 
communication to be complete, the 
receiver must understand the message 
in the same sense as intended by the 
receiver. 

The process of communication 
begins when one person (the sender) 
wants to transmit a fact, idea, opinion 
or other information to someone else 
(the receiver). This fact, idea or opinion 
has meaning to the sender, whether it 
be simple and concrete or complex and 
abstract. The next step is to translate 
or convert the message into a language 
I which reflects the idea. That is the 
message must be encoded. The 
encoding process is influenced by 
content of the message, the familiarity 
of sender and receiver and other 
situation of factors. 

After the message has been 
i encoded, it is transmitted through the 


appropriate channel or medium. 
Common channels in organisations 
include meetings, memos, letters, 
reports, e-mail and telephone calls. 
After the message is received, it is 
decoded; that is the receiver translates 
the message into terms meaningful to 
them. 

Sometimes the effective sending and 
receiving of communication is 
disturbed. It is called ‘noise’. 

“Noise” is the disruption interference 
in communication process anywhere 
along the way. It can occur at any point 
in the communication process. Noise 
can be the sound of someone coughing, 
a truck driving by, or two people talking 
close at hand. It can also include 
disruptions such as a letter bemg lost 
in the mail (either traditional or 
electronic), a telephone line going dead, 
or one of the participants in a 
conversation being' called away before 
the communication process is 
completed. Noise may arise because a 
manager is not able to express himself 
well; attention of listener is not on the 
message; memos are poorly reproduced 
or written and thus are hard to read 
However, if communication is two way, 
communicator may determine if the 
message has been received and if it has 
produced intended response. 
Communication process is given m Fig. 
7.2 as a management function, 
communication is a continuous on¬ 
going process. Managers have to be in 
regular touch with their subordinates 
and superiors to maintain the progress 
of various activities and improve upon 
work performance. 
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This is required at all levels and in 
all departments of the organisation 
Hence, communication is also regarded 
as a pervasive function. Besides, a 
communication often leads to oLher 
communications. A message sent is 
followed by a reaction or response from 
the receiver, which requires another 
message to be communicated by the 
sender and so on. The reaction or 
response of the receiver is known as 
feedback, The process of 
communication is essentially a two-way 
process. Managers need to appreciate 
that communication is a complex 
process with many people trying to 
communicate with each other. Tins may 
give rise to a great deal of distortion and 
many problems The purpose of 
communication is lost if the process 
becomes too complicated. 


By analysing the communication 
process, it is clear that it is a chain 
made up of identifiable links Links m 
the process include sender, encoding, 
transmission, decoding receiver and 
feedback The essential purpose of this 
process is to send ideas from one 
person to another in a way that will be 
understand by the receiver 

C OMMUNICATION NETWORK 1 

Communication network refers to the 
pattern through which members of a 
work groups communicate. The 
communication network among 
members of five-person work groups 
may take the form of wheel, chain, 
English letter ‘Y\ circle or all channel, 
la the wheel pattern all 
communication flows through one 



Noise Noise 


Fig, 7,2: The Process of Communication 
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central person who is generally the 
group leader. It is the most centralised 
network in the sense one person 
receives and disseminates all 
information The ‘Y’ paLLern is slightly 
less centralised Two persons are 
closer to the centre of the network In 
case of chain, the persons at Lhe end 
of the chain interact with only one 
person but other members 
communicate with two each. As such, 
chain offers more even information 


flow compared with ‘Y’ and wheel. The 
circle permits each person to 
communicate with two m the group. 
Finally, the all channel network 
permits all members to communicate 
with others It is the most decentralised 
network and allows free flow oi 
information among members. 
Everyone participates equally, nobody 
has exclusive control on information 
flow. These networks are presented m 
Fig 7 3. 



Circle 



All Channel 


Fig. 7.3 : Network of Communication 



















166 

BUSINESS STUDIES 


Importance 

The importance of communication in 
management can hardly be over 
emphasised. Managerial functions 
cannot be carried out without an 
efficient system of communication. It is 
vital to the very existence and smooth 
operation of an enterprise. The 
importance of communication m 
management may be explained as 
follows: 

(i) Gains commitment of 
employees to organisational 
objectives: Organisational objectives 
are set at the planning stage by top 
management. These objectives are Lo be 
communicated to all levels of 
management. Participation of all 
employees in planning is a pre¬ 
condition for getting the task done. 
Further to be realistic, goals and 
objectives should be based on accurate 
information. This can be possible only 
when there is communication and 
interaction between top management 
and other employees. Communication 
is a major managerial tool to persuade 
personnel and obtain cooperation from 
all. 

(ii) Provides data necessary for 
decision making: Accurate decisions 
are possible only when information is 
effectively and efficiently communicated 
to management. Communication is 
essential for solving all complex 
problems, all pros and cons of a 
particular situation have to be 
considered before arriving at a decision. 
Accuracy of data and processing of 
information correctly will further 


lead to improving organisational 
performance 

(iii) Classifies task 
responsibilities and authority 
positions: In all organisations work is 
divided and sub- divided into a number 
of tasks. Persons are made responsible 
to get tasks accomplished by others 
Positions of authority and tasks to be 
performed should be well defined m any 
organisation. A formal communication 
channel established helps m classifying 
authority relationships. Who is to report 
to whom is made clear from the very 
beginning. This also facilitates 
coordination between interrelated 
departments and sections. 
Communications is necessary for 
upward, downward and horizontal 
interaction between members at all 
levels of authority. Thus, creating a 
unity of purpose and action. 

(iv) Improves acceptance of 
organisational rules by 
subordinates: If there is a two way 
information flow between superiors and 
subordinates, there will be a positive 
reaction to rules and procedures within 
the organisation. Communication is 
essential for subordinates to discuss 
ambiguities about their jobs, settle 
conflicts among themselves and their 
superiors. At the same time they are 
very clear about the framework of rules 
and procedures within which they have 
to operate. Relations between superiors 
and subordinates improve if there is 
proper exchange of ideas and clear 
understanding of intentions. If any 
action is taken against an employee, the 
reasons thereof must be communicated 



167 

DIRECTING 


throughout the organisation to increase 
acceptance of rules 

(v) Helps the process of 
motivation and morale: Motivation 
and morale of employees largely depend 
upon the effectiveness of 
communication. Sharing of information 
with employees helps management to 
secure their willing cooperation. 
Discussion on matters oi common 
concerns between managers and 
employees is a source of satisfaction for 
the employees as it signifies recognition 
of their importance Information 
sharing and consultation act as strong 
motivating factors. A favourable impact 
on morale is also produced thereby. 

! FORMS OF ORGANISATIONAL , 
COMMUNICATION 

Broadly speaking there are two types 
of communication which take place m 
an organisation These are: Formal 
communication; and Informal 
communication. 

FormalC oBSMtiNiCftTiON , ' J * " ‘/•’l 

< } \ i , „ i» 

Formal communication refers to official 
communication which takes place 
following the chain of command. Such 
communication generally, relates to the 
officially accepted and recongmsed 
activities of the organisation. The 
organisation structure reflecting 
superior -subordinate relationship 
determines the flow of formal 
communication Thus, the scalar chain 
of authority established by the 
organisation provides the channels for 
all officials communication between 
members of the organisation and 


parties outside the organisation such 
as government, customers etc. Formal 
communication usually takes the form 
of written communication such as 
notes, memos, letters, reports and 
statements. Formal communication can 
be verbal or through gestures also. 
Teleconferencing is also becoming 
increasingly popular 

Accordmg to the direction of flow, 
formal communication may be of four 
types ( 1 ) Downward; (li) Upward; 
(iii) Horizontal; and (iv) Diagonal. 

(i) Downward communication: 

Downward communication refers to 
the flow of communication from the 
higher to the lower level. Communi¬ 
cation from superiors to subordinates 
at different levels of the organisation is 
known as downward communication. 
Downward communication from top 
management relates to organisational 
plans and policies At the middle and 
lower levels, such communications 
include order and instructions, rules 
and procedures etc. 

Communication skills for managers 
are important in today’s highly 
organised world of business Managers 
must be very effective communicators 
for subordinates to act in the designed 
manner. Superiors who master the 
skills of communicating with 
subordinates will have fewer 
interpersonal problems and be able to 
inspire them to work as a team. There 
are many ways in which the manager 
can communicate with subordinates. 

(a) Meetings: Group meetings have 
grown to occupy a major role in 
communication. They can be used as 
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forums to commumcale managements 
major plans and policies to all 
concerned, Subordinates are also 
encouraged to participate and at the 
same time information about the 
organisational plans are disseminated. 
Employees are happy to be involved 
and it gives them a sense of belonging 
and importance. A major issue or 
problem may also be placed in a 
meeting with all the facts. The agenda 
of a meeting should be well defined and 
the approximate time required should 
be informed in advance. But meetings 
take considerable valuable time of 
managers and discussions at times 
tend to go off the subject. 

(b) Directives: These are generally 
issued to the middle and operative 
management levels by superiors. They 
include orders and instructions. Orders 
are essential for executive work. They 
generally tell what work is to be done. 
Other mformation regarding who, how, 
when and why may not be contained 
in the order. Consequences of not 
following an order is usually not 
included but it is implied. The power 
to enforce an order, lies with the 
manager. 

Instructions also are issued and 
they generally explain how to do the 
work. They ensure correct and orderly 
execution of the work. They may be 
writLen or oral, Detailed steps are 
outlined and clarity of expressions is 
most important. 

(iij Upward communication: 

Upward communication flows from a 
subordinate to his superior in the 
hierarchy. It may consist of information 
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relating to subordinates work 
performance and opinion, grievances/ 
suggestions etc It may also relate to 
instructions, procedures and methods 
of work or statement of personal and 
family problems. 

Upward communication has 
become increasingly important in 
recent years as subordinates have 
demanded a greater say in their 
working environment Organisations 
formulate procedures for allowing 
employees to share with management 
their feelings and ideas. Different 
forums are available to employers lo 
interact with their superiors Thus, 
upward communication can be 
regarded as a process of systematically 
encouraging employees to share with 
management their feelings and ideas 
This can be accomplished in many 
ways by senior managers or superiors. 

fa) Suggestion systems: Employees 
are encouraged to give suggestions to 
the company on any matter. It could 
be how to cut down costs, or increase 
revenue, how to better perform a task 
assigned or how to improve upon a 
procedure The logic behind this is that 
the people on the job know best about 
it and therefore would be in a position 
to give positive suggestions. But the 
company must act on these 
suggestions and see if they are viable. 
And if the company gams by it in any 
terms, in all fairness the employee must 
be rewarded Problems can be 
promptly resolved when managers 
allow the employees to feel free and talk 
with them. But at the same time it 
disrupts the managers work, when he 
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has less time, and also some employees 
might take undue advantage of it, to 
just meet the boss, This policy should 
be used with a great deal of caution. 

(b) Formal grievance procedures. 
These are set up for various reasons to 
discuss matters with the management 
Managerial actions against an employee 
can be represented to the union and a 
procedure to resolve the dispute is 
specified. There are different levels for 
resolving the issue Provisions for this 
are usually made clear m the terms of 
employment. 

(c) Task forces: A task force 
approaches to upward communication 
has excellent potential. A task force or 
panel/committee is formulated which 
consists of members of the management 
and non-management personnel. This 
team is assigned to a specific problem 
or issue. They are generally to look into 
certain facts and only advise. Besides 
improving upward communication, 
this encourages team-work, enhances 


creativity and develops interpersonal 
relationships 

But upward communication can 
only be successful if managers are 
receptive to employees ideas, 
suggestions or recommendations. In 
some organisations there is a very strict 
atmosphere where subordinates are not 
encouraged to speak at all. 

Superiors listen very briefly and 
turn down suggestions offered. Others 
may listen but fail to take any action. 
In these cases, upward communication 
is noL very successful as there is a lot of 
management resistance and inertia 

(iii) Horizontal communication: 
Flow of communication between 
persons holding position at the same 
level of the organisation is known as 
horizontal communication Exchange 
of information between two 
departmental heads or two or more 
mangers of equal rank are examples of 
horizontal communication This type of 
communication usually becomes 


Too Much Communication 

Most organisation are over communicating— meetings, conference, memos, phone 
calls and electronic mail overwhelm managers and employees alike. Increasingly, 
we seem to believe that everybody should be in on everything. 

We all think we're communicating more and better with each other because we 
now have e-mail, voice mail and other technologies But that need not necessarily 
be true at all. 

Those annoying junk mails offering anything and everything from university 
degrees to home loans have already driven many users away from one of the fastest 
and cheapest mode of communications. And internet experts say this flood of 
unsolicited mail is likely to gel worse as mosL of the filters and softwares have 
failed to check it. Because of the huge volume of this, e-mail itsell is losing it’s 
relevance Doing business through internet is also not having mush imp^p as 
most net users do not even open this junk mail 


Souice The Economic Times 
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necessary ter coordinate different 
activities or to resolve interrelated 
problems of two or more departments. 
For example, the marketing manager 
and the production manager of an 
enterprise may discuss matters from 
time to time, so that activities of the 
departments are coordinated. 

(iv) Diagonal communication: 
Flow of communication between the 
person of two departments, one holding 
a higher position than the other is 
known as diagonal communication. 
For example, a sales executive 
requesting the production manager to 
modify the product design accordmg to 
requirement of a particular customer 
represents diagonal communication. 
This type of communication prevents 
delays but may c^use the feeling of 
being ignored m the superior, if his 
subordinate talks directly to managers 
of other departments. If this problem is 
taken care of diagonal communication 
is very fast and useful 



Formal communication through 
officially established channels has the 
following advantages: 

(1) Such communication is 
systematic and ensures orderly 
flow of information and ideas. 

(ii) The source of communication can 
be easily located:', 

(ill) It provides support to the 
authority of superiors over 
subordinates. 

(iv) Responsibilities of actions taken on 
the basis of any formal 
communication can be easily fixed. 
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(v) Control is facilitated by formal 
communications providing inform¬ 
ation about work perfonnance. 

Disadvantages 

There are three main disadvantages 
relating to formal communication' 

(i) This type of communication 
following the scalar chain of 
authority is a slow moving 
process, particularly when it is 
routed through more than one 
authority level. 

(n) Formal communication is mostly 
conveyed in an impersonal 
manner. Personal warmth and 
involvement may be lacking. 

(lii) Accurate information may not be 
transmitted m view, of the 
likelihood of unfavourable effects 
of the message or report, or to 
avoid criticism. 

Informal C ommunioation ■ 

Communication between individuals 
and groups which are not officially 
recognised is known as informal 
communication. It consists of exchange 
of ideas and information resulting from 
social interaction among the members 
of an organisation. Actually, the 
necessity of informal communication 
arises among people to satisfy their 
social needs, which is not possible 
through formal communication . It may 
involve work related matter or consist 
of oLher matters of mu tual interest to 
the parties. The flow of informal 
communication cuts across the official 
lines of communication. 
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Social interactions may take place 
between persons holding different 
positions in different departments 
Social groups are thus formed and 
become the basis of an informal 
organisation co-existmg with the formal 
organisation. 

Grapevine 

The network or pathway of informal 
communication is known as grapevine. 
The use of the term grapevine is said to 
have originated during the US Civil War 
when telegraph lines were strung 
loosely between trees and soldiers said 
the wires resembled a grapevine. 
Messages that were difficult to decipher 
were said to have come through ‘the 
grapevine’. 

In organisational context the 
informal communication is called 
graphic because the origin and 
direction of the flow of informally 
conveyed messages cannot be easily 
traced. Grapevines cut across formal 



Gossip Cham 
(one person tells many) 


channels of communication. Neither do 
they follow the same pattern nor do 
they necessarily coincide with 
formal channels of authority and 
communication. 

Information travelling m a 
grapevine does not follow an orderly 
path Research has identified several 
types of grapevine system. The two most 
common are the gossip chain and the 
cluster. In the gossip chain one person 
tells many; it is also likely to carry 
personal information. In the cluster 
grapevine one person passes the 
information to a selected few. Some of 
the receivers pass on the information 
to a few others while some keep it to 
themselves These patterns are given in 
Fig. 7.4. 

Research studies have also shown 
that the grapevine may be about 75 per 
cent accurate. However, grapevine often 
leads to rumours being spread 
through the organisation and it is not 
possible to fix responsibilities for such 


o 



(some tell selected others) 


Common Grapevines * 


Fig. 7.4: Grapvine System of Conununcatlon 
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communication. While managers 
cannot completely chnunale grapevine 
they can take steps to minimise the 
damage it can do by maintaining open 
channels of communication through 
which employees ran verity correctness 
of information and by icsponding 
vigorously to mace mate information If 
a manager can identity the important 
people in the grapevine, he can partially 
conhol Lhe information they receive and 
use Lhe grapevine to inform the 
employees regarding new ideas and 
policies such as a change in salary 
packages. The manager can also get 
valuable information lorm the grapevine 
and use tt to improve decision making 

Advantages 

From the point oi view ot members of 
an organisation, informal communi¬ 
cation offers several advantages. 

( l ) Employees can develop Iriendly 
relations and derive social 
satisfaction through informal 
exchange of ideas and information 

(ii) It helps individuals to communi¬ 
cate on matters which cannot be 
done through official channel. 

(m) It also provides means of useful 
communication between persons 
who may not be linked through 
the official chain of command 

From the management point of view 
also there are several important 
advantages of infonnal communication: 
(i) It serves to fill the gaps, if any, in 
the flow of information through the 
official chain of authority Informal 
communication helps m communi- 
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cation of those messages also 
which is not possible through 
official channel. 

( 11 ) Informal communication travels 
faster (Iran formal communication 
The infonnal channels can be used 
for speedy communication under 
exceptional circ urns Lances and m 
emergency. 

(ni) Employees aLLitudes and reactions 
lo plans and policies can be 
ascertained by managers more 
easily through informal contacts 
and interactions 

(iv) Informal communication with 
employees often provides emotional 
relief to the subordinates and 
1 educes tension in labour- 
management relations. 

Limitations 

* ' . l 

The Inflowing are some of the serious 

limitation of informal communication: 

( 1 ) Message flowing through infonnal 
channels tend to be distorted as 
diilei enl persons pass on the same 
message with different outlook 
and interpretations. 

(ii) Informal communication through 
grapevine often carry rumours 
and distorted facts. 

(in) Such communication is unsyste¬ 
matic and cannot be relied upon 
for regularity and timeliness. 

(iv) Confidential information often 
leaks out through iniorrnal 
communication. Thus, the net¬ 
work of informal communication 
can be used by management only 
with due precaution. 
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Barriers to Effective Communication 

i i 

In view of the importance of 
communication in decision making, 
coordmation and relationships, it is vital 
for managers to understand how to 
manage communication process. They 
must understand how communication 
can be used in favour of the organisation 
For this purpose, they need to 
understand the factors that are likely to 
disrupt effective communication The 
following discussion relates to some of 
the common barriers to effective 
communication 

(i) Selective Reception: Selective 
reception occurs when people block out 
a part of the information, specially if it 
disagrees with what they believe. When 
people receive information, they are 
inclined to hear or read and retain only 
those words that reaffirm their beliefs 
Information conflicting with pre¬ 
conceived notion either goes unnoticed 
or is distorted to confirm their 
preconceptions In other words, people 
tend to hear only what they want to 
hear. As a result, communication gets 
distorted. 

(ii) Poor listening skills: Some 
people are poor listeners. When 
someone is talking to them they may 
be day-dreaming or having their 
attention elsewhere. The listener might 
believe that the information is not 
important enough to be paid attention 
to. This problem can occur with the 
superiors as well as subordinates. 

(iii) Credibility of source: 
Credibility of source refers to trust and 
confidence that the receiver has m the 


words and actions of the communicator 
The level of credibility Lhat the receiver 
assigns to the sender of information, 
influences how the receiver views and 
reacts to the infonnation communicated. 
The credibility problem arises when 
people behave inconsistently or when 
they are not perceived as knowledge 
about Lhe subject at hand People tend 
to ignore or be inattentive to information 
from such sources 

(iv) Predispositions: Sometimes 
people develop a certain idea or opinion 
about a phenomenon. They bring such 
predispositions Lo the communication 
process The receivers interpretation of 
the message is coloured by the biases 
and predispositions. For example, the 
manager may ignore the suggestions 
for change from a subordinate because 
he thinks “he is always complaining 
about something ” 

(v) Status differences: Effective¬ 
ness of communication is adversely 
affected when staLus of communicators 
is not equal It has often been observed 
that people with higher position or 
slatus in the organisation discount a 
suggestion from the lower ranks 
thinking “will the person of that level 
Lell me how Lo do my job'?” Likewise, 
subordinates may be reluctant to give 
their frank and honest opinion to their 
managers. Studies have shown that 
very few people are walling to provide 
their superiors frank feedback relating 
tolaltei’s actions and decisions. 

(vi) Screening or filtering: Many 
managers at higher levels do not receive 
accurate feedback or information 
because subordinates supply mfor- 
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mation which gives a favourable 
impression of the sender. Unpleasant 
information is held back or postponed 
from being transmitted. 

(vii) Semantic problems: 
Communication is not merely 
transmission of infonnation but also a 
mutual understanding Usually, 
information and understanding are 
transmitted through words. However, 
the same words may mean different 
things to different people. For example, 
a production manager may announce 
that there will be an increase in budget 
for the growth of the plant. While the 
manager has in mmd the need for new 
machines, the workers may perceive 
growth of plant in terms of increase in 
their pay packets. Different groups use 


different words. It can adversely affect 
the communication process. This is 
particularly true with abstract or 
technical terms. For, instance, terms like 
‘reporates’, ‘options’, ‘future’ have 
concrete meaning for bank executives 
but have little or no meaning to bank 
tellers 

(viii) Complex organisational 
structures: An organisational 
structure having a long chain of 
command also acts as a barrier to 
effective communication. Information 
may get filtered, modified or lost at 
different levels while it is moving up or 
down the hierarchy. Organisational 
distance between workers and top level 
inhibits smooth flow of exchange 
between them. 


SUMMARY 


Meaning 

Directing as a function of management, is concerned with instructing, guiding and 
inspiring people in the organisation to achieve its objectives It is lhaL part of 
management process which is concerned with making the people in the organisation 
act efficiently and effectively. 

Importance 

Directing is the key element of the management process. It is the process, around 
which all performance resolves. These include: Initiates action, Integrates employees 
efforts, Means of motivation, Balance in the organisation: and Facilitates change 

Elements 

Direction includes the following elements: (i) Supervision; (ii) Motivation** 
(m) Leadership; and (iv) Communication 

SUPERVISION 

The term ‘supervision’ is normally used m management to mean, overseeing the 
employees at work It implies, instructing, observing, monitoring and guiding the 
subordinates at workplace to ensure that plans and procedures are implemented as 
intended. 
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Importance 

Importance includes the following: Ensure issuing instructions, Facilitates control; 
Optimal utilisation of resources; Maintenance of discipline. Feedback; Improves 
communication, and Improves motivation 

MOTIVATION 

Motivation is a mental state It is a driving force that propels people to action and 
continues them in action Motivauon is the set of forces that causes people to 
behave in certain ways. 

Importance 

Importance includes the following • Motivation sets m motion the action of people, 
Improves efficiency; Ensures achievement of organisational goals, Motivation creates 
supportive work environment; Reduction in resistance to change; and Reduction m 
employee’s turnover 

Need Hierarchy 

A manager must understand needs and wants of people if he has to motivate them 
to work For this purpose a thorough understanding of human needs is necessary. 
Famous psychologist Abratu.m H, Maslaw developed a conceptual iramework for 
understanding nature of human needs which are Physiological needs, Safely and 
security needs, Social needs; Esteem needs; and Self-actualisation needs 

LEADERSHIP 

Leadership may be defined as the process of influencing the behaviour of people at 
work towards the realisation of specified goals. It involves ability to use non- 
coercive influence on the activities, goals and motivation of others for achieving 
organisational objectives 

Importance 

Importance includes the following Helps m guiding and inspiring employees, 
Secures cooperation of members of organisation, Creates confidence; 
Improves productivity. Improves job satisfaction, and Enhances group cohesion 

Qualities 

Effectiveness of leadership depends on the qualities of the leader which enable him 
to secure willing cooperation ol subordinates through his personal influence on 
their behaviour. Some qualyips aie explained as Intelligence and scholarship, 
Communication skills, Listening skills; Ability to inspire people, Self confidence 
and sense of responsibility; and Empathy 

COMMUNICATION 

Communication is a process which involves a sender of message and a receiver 
communication is complete only when the receiver i; able to interpret the message 
as desired by the sender and responds to it Communication is regarded as a two- 
way process The process of communication begins when one person (the sender) 
wants to transmit a fact, idea, opinion or other information to someone else (the 
receiver) This fact, idea or opinion has meaning Lo the sender, whether it be simple 



176 

BUSINESS STUDIES 


and concrete or complex and abstract The next sLep is to translate or convert the 
message into a language which reflects the idea That is the message must be 
encoded 

Communication Network 

Communication network reicrs to the pattern through which members of a work 
group communicate, The communication network among members of five person 
work groups may take the form of wheel, chain, English letter ‘V, circle or all 
channel 

Importance 

Importance includes the following. Gains commitment of employees to organisational 
objectives, Provides data necessary for decision making, Classifies task 
responsibilities and authority positions, Improves acceptance of organisational 
rules by subordinates; and Helps the process of motivation and morale. 

Formal Communication 

Fonnal communication refers to oificial communication which takes place following 
the chain of command. Such communication generally relaLes to the officially 
accepted and recongnlsed activities of the organisation The organisation structure 
reflecting superior-subordinate relationship determines the flow of formal 
communication, 

Downward Communication 

Downward communication refers to the flow of communication from the higher to 
the lower level, Communication irom superiors to subordinates at diffeienl levels 
ol the organisation is known as downward communication. 

Upward Communication 

Upward communication flows from a subordinate to his superior in the hierarchy 
It may consist of information relating to subordinates work performance and opinion, 
grievances/suggestions etc 

Horizontal Communication 

Flow of communication between persons holding position at the same level of the 
organisation is known as horizontal communication. 

Diagonal Communication 

Flow of communication between the person of two departments, one holding a 
higher position than the other is known as diagonal communication. 

Informal Communication 

Communication between individuals and groups which are not officially recognised 
is known as informal communication. It consists of exchange of ideas and 
information lesulting from social interaction among the members of an organisation 

Grapevine 

In organisational context the informal communication is called graphic because 
the origin and direction of the flow of informally conveyed messages cannot be 
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easily traced Grapevines cut across formal channels of communication That is 
they do not follow the same pattern as, nor do they necessarily coincide with 
formal channels of authority and communication 

Barriers to Effective Communication 

Barriers includes the following' Selective reception, Poor listening skills; Credibility 
of source; Predispositions, Status differences, Screening or filtering, Semantic 
problems; and Complex organisational structures 


Short Answer Type Questions 

1 Explain the meaning of directing in terms of its elements 

2 How does the directing function bring about balance in the organisation? 

3 Explain Maslow’s hierarchy of needs and iLs importance m the motivation 
process 

4 How are managerial and leadership qualities interrelated? 

5, Explain the communication network and how it works 9 


long Answer Type Questions 

1 “A supervisor is not at all required m an organisation", Do you agree, give 
reasons in support of your answer 

2 To create a desire among employees to perform to the best of their abilities is an 
important aspect of directing, Explain how it contributes to (he success of an 
organisation 

3 Explain the different types of formal communication according to the direction 
of flow 

4 Explain the meaning and importance of the communication process 



Controlling 



LEARNING OBJECTIVES 

After studying this chapter you will be able to: 

• define controlling, 

• appreciate the importance of controlling, 

• esLabhsh the relationship between planning and controlling, 
■ describe the steps in the control process. 


Tata IncLica, the Rs 6,803 crore Tata Engineering's maiden attempt at manufacturing 
passenger cars, is one example of a product which managed to renew itself after a 
traumatic sales decline m 2000-01 . This is the story of a car that made a triumphant 
entry, saw a subsequent V-shaped dip in fortunes, and then pulled itself up to 
re-emerge as acontenderinthe automobile sweepstakes. When the Indica was launched 
in 1999, with an attractive pace, good styling and the economy of diesel, the car had a 
successful launch. 

But the following year drove home a different reality: sales dropped by 20 percent 
and the car managed to sell only 44,000 odd units as initial customer complaints 
seemed to suggest that the car was brought too early to market, without some niggling 
details being ironed out "The problems initially were about refinement, fit and finish. 
Though the car had contemporary styling and handled Indian roads well, there were 
little problems with things such as fan-belts Compounding Indica’s problems was the 
Hyundai Santro, which, after initial customer wariness, was suddenly selling like hot 
cakes. 

But the odds changed in 2001 -02 TataEngh icenng not only reversed ihelidc. but 
also surged close to Its rivals in the B segment This Joy tide was possible due lo the 
Indica V2 (short for Version 2), which was launched m January 2001 

It's the V2 which has helped the Indica get back on track ai a time when the 
market was zeroing in on models such as Maruti's Alto, the Wagon R, the main slay 
Zen — and the Santro, 

Bui the V2 would not have hit big time had there noi been at least some actual 
improvements to the product. This was achieved by Jittering feedback f ncm the consumer, 
dealers and service stations over time. To do this, the company started a loyalty 
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programme called, the Indica Club. As feedback flowed infrom customers and dealers, 
the company got to understand the finer points of how to improve the car and the 
service , and what customers would expectfromproducts of the future The dependence 
on several sources of information ensured that the right changes were made. 

The company also monitored the feedback from other sources of information. The 
company got a reflection of Indica's performance on the roads from the warranty data 
that came in every month. Simultaneously, independent customer satisfaction surveys 
provided inputs in improving and developing the car. Marketfeedback helped V2 improving 
the product Tata Engineering has instituted a panel comprising select dealers from 
across the country to chalk out plans and help in understanding the market 


Tata Engineering is one example on how 
the company after receiving feedback 
and effectively controlling procedures 
made a complete turnaround with it’s 
Indica. These types of control 
mechanisms are necessary for any 
organisation to function. Similarly m 
business, all processes’whether 
production, finance, or marketing 
should have an inbuilt system of checks 
and balances. The operations of 
checking, testing, regulation, verification 
or adjustments all are required to bang 
the organisation on the right track. 

Like planning, organising, staffing 
and directing, controlling, is also one 
of the functions of management. All 
these functions may be performed 
simultaneously and controlling is 
definitely not the last function of 
management. Controlling is an activity 
to see whether work is carried out 
according to schedule or plans laid 
down and taking corrective action, if 
necessary. Corrective action need not 
be taken in the end only and activities 
can be supervised on a continuous 
basis. Controlling is an all pervasive 
function, it is applicable to production, 
finance, organisational and marketing 
activities. In this chapter we shall 


discuss the meaning and importance 
of controlling as a function of 
management, relationship between 
planning and control, and steps 
involved in the process of control. 

Meaning 

Controlling as a function of 
management is concerned with taking 
the necessary preventive or corrective 
action to ensure that the organisation’s 
goals are accomplished as effectively 
and efficiently as possible. The corrective 
action may mvolve making changes in 
technical processes, in individual 
behaviour and m the organisation itself. 
Thus, one of the main features of 
managerial control is change but 
certain adjustments are required for 
people to accept change. 

Objectives are set and there is a plan 
of action drawn. Actual performance is 
measured against these objectives. If 
performance matches the objectives, 
things are according to plan. But work 
rarely goes according to plan and 
therefore, changes must be made. 
Deviations are detected and appropriate 
adjustments are made to correct the 
deviations as necessaiy. 
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Controlling is not an activiLy to be 
pursued in the end only, it has to be on 
a continuing basis Controlling is 
required in all spheres of business. It is 
applicable to people, output, finance 
and marketing. These activities range 
from controlling peoples' efficiency at 
work, quality, spending within a 
budget, to declining sales 

There are two aspects to controlling 
in an organisation. One relates to 
strategic control and the other relates 
to the operational dimensions of 
controlling such as production control, 
financial control, structural control. 
Strategic control focuses on how 
eflective the straLegy formulated by 
management is m helping the 
organisation meet its goals. It 
concentrates on the organisational, 
corporate, business and functional 
strategies, IL is basically the overall 
control and Is the responsibility of top 
management The operational 
dimensions of control are concerned 
with production control which focuses 
on the processes, the organisation uses 
to transform resources into products or 
services, financial control which is 


concerned with the organisation's 
financial resources and structural 
control which is concerned with how 
different elements like human resources 
arc performing and placed in the 
organisational structure 

Control is regulating all activities 
to achieve a target level of 
performance. The deviations, if any, 
from the target should be within 
acceptable limits. It provides the 
organisation with an indication of how 
well it is performing in relation Lo its 
goals. Control therefore keeps an 
organisation moving in the righL 
direction. At any pomL, it compares 
where you are against, where you are 
supposed to be If performance is 
beyond acceptable boundaries, control 
provides an organisation with a 
mechanism for adjusting its course of 
action. 

Thus, controlling Is the process 
through which managers ensure that 
actual performance is according to 
desired results. It involves verifying 
whether activities are in conformity with 
the plans adopted, instructions issued 
and results expected. 


What is Controlling 

The conti oiling function consists of actions and decisions managers undertake lo 
ensure that actual results are consistent wtLh desired results, 

— Ivancevich, Donnelly and Gibson 
Controlling is determining what Is being accomplished that is, evaluating the 
performance and. If necessary appbbng eoircctlvc measures so thal performance 
takes place according to plans. 

— Terry and Franklin 

An organisation without effective control ts not likely to i each its goals 

— Ricky W. Griffin 
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i Importance 

Control is considered important for 
many reasons. Without effective 
control procedures, an organisation 
may not be able to reach its goals. The 
control system guides and directs 
various departments of an 
organisation to be on track. Thus, the 
controlling functions of management 
is regarded as the key to 
organisational success. 

fi] Controlling helps the orga¬ 
nisation in achieving objectives: The 
first step in management is setting 
objectives and establishing a procedure 
Lo achieve them The objective may be 
in terms of a target profit, target sales or 
target production. However, these 
targets may go wrong at some point or 
time A plan is drawn up which indicates 
the expected behaviour and activities to 
be performed by people working in 
different units of the organisation and 
the plan establishes standards which 
are expected Lo be met by people A 
control mechanism is evolved to monitor 
these activities and take action where 
necessary. 

Actual performance may or may not 
necessarily be according to plan. 
However, foolproof a plan is, somewhere, 
some small little point might go wrong 
But this does not imply the whole plan is 
off the target; if detected early, remedial 
action can be taken and the desired 
target ultimately achieved. Tins will only 
happen if there is a control mechanism 
which delects and corrects deviations 
between actual and desired results. A 
close scrutiny is essential to achieve the 
objectives laid down in the plan 


(ii) Controlling helps in 
improving adaptability to 
environmental change: Change is 
something which all organisations 
have to face in today’s dynamic 
business world. Business is part of 
the environment in which it exists. The 
business environment consists of the 
economic, political and social 
environment in which it operates. It 
is dynamic in nature and often 
changes in the stock markets, 
government policies and the political 
system may affect business. These 
external changes m the environment 
are outside the control of the business 
From the time goals are established 
to the time they are achieved, many 
unprecedented events may take place 
which may disrupt production, sales 
or increase expenditure Therefore, a 
control mechanism should be 
developed to help managers 
anticipate, monitor and respond to 
changing circumstances. 

(iiij Controlling helps in coping 
with organisational complexity: 
Control system is a part of the overall 
managerial process of an organisation 
An organisation in its initial stages may 
be dealing with limited resources, 
employees and markets As it expands, 
it becomes more and more complex and 
different departments are created for 
dealing with production, marketing, 
finance and human resources. A 
sophisticated control system becomes 
essential to maintain adequate control 
over a number of diverse activities. To 
be effective it has to adapt itself to 
organisational complexities. 
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Organisational Complexities 

A company producing washing machines was outsourcing some of its spare parts 
from other manufacturers. The Board lakes a decision to acquire that unit so as 
to cut down costs But the company did not realise that it did not have the capacity 
to control that unit. Instead of cutting down costs, there were delays in production 
and consequently quality of output suffered. In fact, the organisation had become 
complex with increased work load and employees and the existing controls were not 
effective. Therefore, to maintain adequate control over multiple of activities a 
sophisticated control system was required 


(iv) Controlling helps in 
maintaining and improving 
quality: Production or operations 
control is concerned with the process 
of transforming material resources into 
products, Controlling helps in efficient 
use of resources and thereby 
minimising costs The controlling 
process has to start from the beginning 
that is screening the quality of raw 
materials, then the process of 
conversion of raw materials into output 
and later on the inspection of final 
product. 

A sound quality control system is 
essential for maintaining quality. 


Different dimensions’ of quality 
important from the customers point of 
view should be identified and all 
attention focused on these aspects. 
Every product must be looked at from 
a number of angles. Customers may 
give priority to some or all aspects before 
taking the final buying decision. An 
effective quality control system will 
ultimately result in quality products, 
thereby increasing sales and profits. 

(v) Controlling helps infinancial 
matters: Managers need to keep tight 
control over finances and spend well 
within a budget. If control systems are 
adequate, remedial action can 


New Practice — the DI System at Maruti 

This is a new supply chain practice to reduce inventory levels. Under this Delivery 
Instruction (DI) system, we are able 10 give the vendor our requirement of components 
over a period of, say, 1(5 days. At the jsame time, we have also streamlined the 
delivery and unloading schedules to reduce wasteful movement. We have used our 
extranet infrastructure to implement tills system. At the start of the year, nearly 
250 out of our 350 vendors were connected online to the company exti anet. 

Of course, the DI system requires a close alignment of market demand, 
production schedules and inventory levels. But it has worked and brought good 
results so far, It has reduced inventory at Maruti and broughl down stoppages on 
.the production line that occurred because of non-availability of materials 

Besides, there is feedback from our vendors. At JK Industries, the new DI system 
has helped reduce tyre inventory trom 30,000 to 10,000. Local transport costs have 
fallen by 39 per cent, Denso's finished goods inventory has fallen from seven to four 
days 


Source Indian Management 



183 

CONTROLLING 


immediately be taken. There are 
various types of financial controls. 
Controls may be implemented through 
budgets and an analysis of financial 
statements. 

Budgetary control is generally, short¬ 
term m nature and is carried out all the 
year around. A budget is a plan 
expressed in numerical or financial 
terms. It provides a yardstick for 
measuring performance in terms of sales 
and profits. The actual figures of sales 
and profits are compared with the 
expected figures. This then helps the 
management to define established 
standards and control expenses to match 
expected figures of sales and profits. 

Financial statement analysis uses 
other tools like financial ratios to assess 
different aspects of the organisation’s 
financial health. These are solvency 
ratios, liquidity ratios, profitability 
ratios and operating ratios. With the 
help of these ratios, the financial 
manager can get an overview of 
important figures like debt, equity, 
current assets and liabilities, interest 
obligations, gross profit, net profit etc. 
A manager can accordingly take a 
decision of either tightening or 
loosening financial controls 

(vi) Controlling helps in 
improving employees performance: 
Control helps to create an atmosphere of 
order and discipline in an organisation. 
Work of each employee is well defined. In 
this kind of atmosphere, employees are 
aware of their duties and the standards 
against which their performance will be 
judged. Predetermined standards enable 
an employee to work according to a 
proper schedule. 


Control may be exercised by self 
appraisal measures and employees 
submitting periodic reports on work 
parried out. These reports should be 
taken as routine and filled after careful 
analysis of work done. The particulars 
of each report should be verified and 
checked by a senior supervisor. Action 
should be taken against an employee 
whose performance is not up to the 
mark. A system of evaluating 
performance and rewards has to be 
evolved by the organisation to improve 
efficiency at work. If there is no control 
mechanism employees tend to be 
careless and negligent and ultimately 
the organisation’s work suffers. 

(vii) Controlling helps in 
monitoring sales: Sales are the major 
source of revenue for the organisation 
An effective marketing programme has 
to be developed with inbuilt control 
systems. Marketing activities consist of 
product planning, pricing strategies, 
physical distribution and promotion 
techniques. If there are variations in 
sales figures then a number of aspects 
have to be looked into. It could be 
because of declining demand for the 
product due to increased competition, 
or some flaw at the product planning 
stage or ineffective advertising 
programme. An effective control system 
would be able to pin point the problem 
and immediate remedial action can be 
taken. If competition is increasing then 
adding new features to the product may 
be considered, or the packaging may 
be changed to make it look more 
attractive, or an aggressive sales 
promotion programme can be 
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undertaken. These programmes 
usually increase sales by offering 
various incentive schemes along with 
the product, like free gifts, buy one get 
one free, or offering discounts, poster 
campaign etc. These are corrective 
measures which the marketing 
department usually takes to boost sales 
in the short term. 

(viii) Controlling helps in 
minimising errors: Small mistakes 
and errors may not seriously affect the 
financial health or marketing plans of 
an organisation. But if errors are 
repeated it may be a serious matter and 
result in a disaster An effective control 
system helps in detecting these errors 
in time. For example, if transportation 
costs go up marginally because of a 
delay caused by negligence of an 
employee, it may not affect the budget 
very much and may become part of 
contingency expenditure But if it 
becomes a routine to be delayed, 
transportation costs increasing and 
employees becoming negligent, it will 
affect financial plans, sales figures and 
employee discipline. Thus, a small error 
if not controlled at the right time it can 
accumulate and cause considerable 
damage 

Relationship Between Planning 
■ and Controlling 

Planning is essential as it forms the 
basis of judging actual performance. 
Managers establish standards and 
expect the organisation to meet these 
standards. After planning, resources 
are organised to achieve the desired 
results. Individual and group behaviour 


are directed accordingly. But although 
resources are allocated and activities 
can be planned, there are certain 
unforeseen events like shortages, 
strikes, breakdowns, competition, 
changes in government policy, which 
can throw Lhe business completely out 
of gear. The business may not be able 
to go according to initial plans. The 
managers must therefore be prepared 
to redirect the organisational activities 
and bring it in line with original plans 
thus ensuring control. The basis of the 
relationship between planning and 
controlling are: 

( 1 ) Planning and controlling are 
interdependent and interlinked 
activities. Without planning there 
is no basis for controlling 
activities as we have to compare 
actual performance with planned 
performance. If controlling is 
not effective then planned 
activities cannot be properly 
implemented. The controlling 
function is performed to see that 
commitments under the plans 
are fulfilled. The whole control 
process involves setting 
standards, comparing them with 
actuals and correcting deviations 
This setting of standards is part 
of the planning function which 
was the first function of 
management Controlling has to 
be linked with planning and 
control mechanisms should be 
inbuilt into the plan itself. The 
more precise and accurate this 
linkage, the more effective the 
controlling system. The best way 
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to do it is for managers to account 
for control standards as and when 
plans develop. 

(uj Planning and controlling are 
forward looking. Planning means 
looking at the future and deciding' 
in advance the activities to be 
performed by the organisation 
whereas controlling seeks Lo 
compel events conform to plans. 
The controlling function starts 
after the happening of an event as 
it involves comparing the actual 
with the planned. Therefore, it is 
often staLed that controlling is 
looking back and reviewing past 
performance. But controlling to be 
effective has to be continuous. 
There is no point in finding reasons 
(or giving excuses) for not doing 
the work after the lime is over. Work 
can be speeded up if deviations are 
detected during the process. 
Sometimes when controlling fails 
and a specific plan cannot be 
implemented or modified, plans 
are developed. When performance 
under a plan is not possible then 
controlling indicates how best to 
alter the plan or abandon it. 

Therefore, like planning, controlling 
is also forward looking. Controlling 
helps in the adoption of new plans and 
revision of existing plans on the basis 
of actual performance against 
standards. Controlling provides 
valuable information derived from past 
experience for future planning It 
ensures better utilisation of 
resources m future by rectifying past 
mistakes. 


Steps in the Controlling Process 

How does the manager actually go 
about controlling activities? There are 
certain steps to be followed. These are 
Establishing standards; Measuring 
performance, Comparing performance 
against standards; and Taking 
corrective action. 

Establishing Standards 

Standards are targets against which 
actual performance can be measured. 
A target has to be seL in definite terms, 
which the business would like to 
achieve. These standards can be 
broadly set like, target sales, or target 
profit for a particular period. Long term 
targets are set which can be broken 
down into monthly figures. Standards 
may be short term also like finishing a 
piece of work m a particular time say a 
week, or cutting down costs by 5 per 
cent or increasing the number of 
customers in a particular area, as listed 
below: 


Target sales 

Rsl2lakh 

Target profit 

Rs 2 lakh 

Cutting costs 

by 5 per cent for the 
next quarter 

No of customers 

to be Increased in 
the southern region 

by 5 per cent 

Closing a deal 
within 

10 days. 

These standards, as we can see, are 


expressed in measurable terms. They 
are definite so that actual performance 
can be compared with the standard. 
Suppose a number of sales persons 
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were deputed in the south to achieve 
the target but their aggregate 
performance fell short and Lhey were 
able to increase the number of 
customers by only 4 per cent. The 
deviation was 1 per cent. Since, the 
target is set in definite terms, it is easier 
to find out the deviation. Therefore, it 
is important to establish a standard 
first so as to initiate control procedures 
later on. 

Similarly, if standards are set for 
achieving a particular profit level, then 
performance indicators will be monthly 
sales increase, reduction in direct costs, 
reduction in selling and distribution 
costs and increasing sales during lean 
periods, etc. These minute details need 
to be checked. Suppose a restaurant 
wants to set a high standard of hygiene 
for itself. This by itself is not 
explanatory. It may have to further 
instruct its employees (i) to clean the 
floors thrice daily; (ii) to ensure that no 
dirty dishes are around for more than 
1 hour; (lii) Gloves must be used while 
touching food items, and so on. These 
are standards and the actual 


performance may be observed and 
deviations controlled 

Usually, it is for the internal 
managers to set standards and all 
employees are to conform to those 
standards. Sometimes m the case of a 
franchise agreement, the parent 
company may set standards on the 
design layout, quality of products and 
services provided. The franchisee usually 
adopts the norms set by the parent 
company. 

Standards are the criteria that 
enable managers to evaluate future, 
current or past actions. They are 
measured in different ways including 
physical, monetary, qualitative and 
quantitative terms. Some standards are 
difficult to set and become very abstract 
and the causes for deviations are very 
difficult to identify These standards 
and deviations can be measured in 
behavioural terms only. 

For instance, it is difficult to 
measure consumer satisfaction or 
banking services which can be 
expressed in behavioural terms only 


How Jet Airways Delivers Quality? 


Nine years after Lakeofi in 1993, Jet Airways has established itself as a quality 
leader not only in terms of domestic competition, but also foreign earners. How 
does it do it 1 ? By adopting clear service standards and foolproof processes Them 
arc norms laid out for all areas of customer expectations, from reservations to 
check-in, departure, in-ilight services amval and post-llight. Whenever, there is 
negative customer feedback, or there are in-house service detractors, the feedback 
is mapped against a set process to check where the non-compliance happened 
This is then remedied If the processes are complied with and there is still customer 
dissatisfaction, or where standards are loose, cross-functional teams are set up to 
tighten them and redraw the processes. 

Underpinning the whole system is the systematic way in which Jet monitors 
quality. It happens at three levels: formal customer feedback through service monitor 
questionnaires; internal feedback and critical comments from detractors; plus 
direct quality audits at periodic intervals. 


Source. -Indian Management 
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But still certain standards can be laid 
down like ( 1 ) how fast is a customer 
attended m the bank; (n) m how much 
time does his cheque get encashed; (m) 
how much time does it take to make a 
bank draft Some banks have put up 
notices on their information boards 
regarding the time taken for processing 
cheques and other activities. These are 
standards which the banks have 
established for themselves. 

Measuring Performance 

Performance is measured by evaluating 
the work actually done and result 
achieved. Measurement is most useful 
if actual performance is expressed in 
the same units as the planned budgets 
or standards. 

Actual performance of an activity can 
be measured in terms of quality and 
quantity of work done. This should be a 
constant, ongoing activity for most 
organisations. It is preferable to get 
reports on performance of an employee 
at regular intervals if it is qualitative work. 
Qualitative control is a matter of 
judgement as it is not possible to 
measure deviations in quantitative terms. 
The production performance can be 
measured on the basis of the quality and 
quantity of output produced weekly or 
daily. Certain parameters are identified 
to measure quality like reducing the 
number of defects in a product, reducing 
the amount of wastage and efficient 
utilisation of raw materials Quantity of 
output is relatively much easier to 
measure as the planned and actual 
figures are determined and deviations 
calculated, if any. 


In certain cases a qualitative 
assessment is required of the work done. 
Senior managers may be required to 
submit periodic reports with an update 
of information on work completed Or, 
self appraisal forms may be required 
to be filled m by all employees 
annually. Performance may be 
measured on the basis of the 
information provided in these reports 
or self appraisal forms. This is usually 
done by the human resource 
department or personnel department. 

The performance of research and 
development is also difficult to 
measure. But certain performance 
indicators can be developed. Different 
stages in the research work can be 
identified and interim reports prepared 

Financial statements give various 
financial information in monetary units 
A comparative statement analysis may 
also be carried out and previous years’ 
figures may be compared with current 
years. The causes of deviations may 
be analysed and financial control 
measures implemented immediately. 
To assess the firms efficiency and 
performance, profitability, liquidity and 
solvency ratios are calculated and 
compared with the industry average. 
From this ratio analysis an overview of 
the actual performahce of the business 
may be obtained 

The finance department’s 
performance in terms of working capital 
can be measured as all cash, credit and 
inventory figures are recorded The 
performance of credit management can 
be assessed on the basis of debtors 
turnover and average collection period. 
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Inventory control has many aspects like 
inventory turnover, safety stock, 
ordering levels etc. The cash balances 
and budgets are checked periodically. 
These indicators measure performance 
in specific areas. 

Compare Performance 
Against Standards 

After measuring performance the third 
step is to compare actual performance 
with the standards established earlier. 
There is usually a difference in the 


performance levels and the standards, 
It is very rare that performance is 
identical to the standard in absolute 
terms The deviation from the standard 
has to be assessed and analysed to find 
the causes. It is not enough to assess 
the deviation, how much deviation is 
acceptable also has to be decided upon 
and then corrective action initiated. The 
results have to be analysed and 
evaluated by managers. 

Comparing actual performance with 
the standard should be done after the 
perfonnance has been measured. This 


Dimensions of Quality 

Dimension Example 


Perfonnance 

The product/sen ice's primary operating 
characteristics 

Features 

Secondary, “extra” characteristics 

Reliability 

Consistent performance within a specific 
period 

Conformance 

Degree to which design and 
characteristics meet specific sLandards 

Durability 

The length of a product/service's useful 
life 

Serviceability 

Tiie speed, courtesy, competence an ease 
of repair 

Aesthetics 

The looks, taste, feel, sound, smell of a 
product/service 
Perceived guality 
Quality conveyed via marketing, 
band name, reputation 


Sony TVs richness of colour, 
clarity of sound 

Hyatt Regency’s complimentary 
breakfasts 

Honda Accura’s rate of repair in the 
first year of purchase 

An Apple Computer’s compatibility 
with IBM soitwaic 

Average 17 year life a Kirby vacuum 
cleaners 

Caterpillar Tractor's worldwide and 
guarantee of 48 hour delivery of 
replacement parLs 

Flavor, texture of Baskin — Robbins 
ice cream 

Bose’s reputation in stereo speakers 


Source' “Competing on the Eight Dimensions of Quality,“ Harvard Business Review 
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expedites controlling efforts in locating 
problem areas immediately thereby 
resulting in minimum losses The 
frequency of comparing performance to 
standards depends on a number of 
factors For long run or higher level 
standards like return on investment, 
annual comparison may be 
appropriate But frequent comparisons 
are required when sales are already 
declining or cash shortages are 
common. In this case, may be the 
business needs to monitor its cash 
balances daily Sometimes actual 
performance is much higher than the 
standard This would mean a lenient 
setting of standards and that there has 
been a lapse at the time of establishing 
standards. In this case standards have 
to be revised. 

Management by exception: 

Managerial attention needs to be 
directed to the exceptions rather than 
controlling all activities. If in the 
production process, the problem areas 
are non-availability of materials or 
breakdown of machinery, then these 
two processes need to be improved 
rather than directing management 
efforts to the entire production 
schedule. It’s a common saying, if you 
try to control everything you may end 
up controlling nothing. Therefore, it is 
best to concentrate on the exceptions 
as it is only the exceptional cases that 
require remedial action If out of 50 
employees only 3 employees are not 
performing according to standard then 
devise means of upgrading those three 
employees performance. It would be a 
sheer waste of time, effort and money 


to apply the same measures for all the 
50 employees 

Taking Corrective Action 

This is the most difficult task for the 
manager. It is like bringing a tram back 
on track. There are three actions a 
manager may take after comparing 
actual performance with the standard. 

• Let the situation remain as it is; 

• Correct the deviation by improving 
performance; 

• Revise the standards set earlier. 

In the first case, the situation may 

be left as it is if the deviation is within 
tolerable or acceptable limits At times 
the situation is beyond management 
control and no corrective action can 
bring about any improvement Another 
alternative which may be considered is 
out sourcing if deadlines have to be met. 
But that is a decision to be taken at a 
higher level since, it would involve 
increased cost to the organisation 
The deviation can be corrected by 
improving performance also. Suppose, 
the number of units produced was 
below the desired standard m the first 
quarter then the reasons for deviations 
may be identified and corrected. In an 
export order, for example, periodical 
checking of samples is done to ensure 
that production is according to 
schedule and specifications. Deviations 
if any, may be corrected to minimise 
waste of time and losses occurring due 
to rejection of lots. 

The third alternative is to revise the 
standard. If there is a continuous 
deviation from the standard, then it 
implies that the standards were 
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unrealistic. These standards are 
considered to be unachievable. Under 
these circumstances, there has to be a 
downward revision of the standard i.e. 
the standard has to be brought down to 
realistic levels and deadlines may be 
extended. At times the performance of a 
unit or department is beyond 
expectations and it is higher than the 
standard. In this case an upward revision 
of the standard may be undertaken. 

The corrective action is under taken 
by those in authority. Where significant 


deviations occur and huge losses m 
terms of money and reputation of the 
organisation are involved senous action 
should be considered Unnecessary 
delays, excuses and excessive 
exceptions should not be tolerated by 
managers who wish to maintain effective 
control. The root cause of the variance 
should be detected and attempts made 
to eliminate the source rather than just 
detecting and correcting it temporarily. 
It is more likely that the variance will 
occur again. 


Quality Control 

Any established producL would have to offei value additions to sustain the markets 
response. An eniry level power sleering version has dual benefits, It increases the 
perceived value, and oilers tangible benefit — ease of driving. Another insight 
thrown up by the market was on features that customers would value, such as a 
eential locking system. Thus, an intermediate model had a central locking system 
Thus, an intermediate model was introduced hi the Indica with power steering and 
central locking The findings also threw up the nagging issues faced by the earlier 
version — uneven tyre wear and belt noise. Daily reports from the held helped the 
company get a clear fix on the problem. The company also tackled the quality 
issues upfiont rather than shy away from it Our assurance to customers was, if 
there is a teething pioblem on our car, you don't have to worry about we’ll take care 
of it without any charge to you. The cost to the company was covered as a part of 
the warranty costs. 

Source Indian Management 



SUMMARY 


Meaning 

Controlling as a function of management is concerned with taking the necessary 
preventive or corrective action to ensure that the organisation’s goals are 
accomplished as effectively and efficiently as possible. Controlling is required in all 
spheres of business It is applicable to people, output, finance and marketing. One 
relates to strategic control and the other relates to the operational dimensions of 
controlling such as production control, financial control, structural control. Thus, 
controlling is the process through which managers ensure that acLual performance 
is according to desired results It Involves verifying whether activities are in 
conformity with the plans adopted, instructions issued and results expected. 
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Importance 

Controlling helps in achieving organisational objectives The control system guides 
and directs various departments of an organisation to be on track Actual performance 
may or may not necessarily be according to plan. 

Controlling helps in improving adaptability to environmental change Change is 
something which all organisations have to face m today’s dynamic business world 
Business is a part of the environment in which it exists 

Controlling helps In coping with organisational complexity An organisation m its 
initial stages may be dealing with limited resources, employees and markets. 
Controlling helps in maintaining and improving quality Control helps m efficient 
use of resources and thereby minimising costs An effective quality conti ol system 
will ultimately result in quality products, thereby increasing sales and profits. 
Controlling helps m financial matters Managers need to keep tight control over 
fmance and spend well within a budget. Thei e are various types of financial controls, 
Controlling helps in improving employees performance It creates an atmosphere of 
order and discipline m an organisation Work of each employee is well defined 
Controlling helps m monitoring sales If there are variations In sales figures then a 
number of aspects have to be looked into. 

Controlling helps in minimising errors Small mistakes and errors may not seriously 
affect the financial health or marketing plans of an organisation Bui if errors are 
repeated it may be a serious matter and result in a disaster 

Relationship Between Planning and Controlling 

Planning and controlling are interdependent and interlinked activities Without 
planning there is no basis for controlling activities as we have to compare actual 
performance with planned performance. If controlling is not effective then planned 
activities cannot be properly implemented Planning and controlling are forward 
looking. 

Steps in the Controlling Process 

There are certain steps in the controlling process which are explained below 

Establishing Standards 

Standards are targets against which actual performance can be measured These 
standards can be broadly set like, target sales, or target profit for a particular 
period. Usually, it is for the internal managers to set standards and all employees 
are to conform to those standards Standards are the criteria that enable managers 
to evaluate future, current or past actions They are measured in different ways 
including physical, monetary, qualitative and quantitative terms 

Measuring Performance 

It is measured by evaluating the work actually done and result achieved. Actual 
performance of an activity can be measured in terms of quality and quantity of 
work done. This should be a constant, ongoing activity for organisations It is 
preferable to get reports on performance of an employee at regular Intervals If it is 
qualitative work 
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Compare Performance Against Standards 

After measuring performance the next step is to compare actual performance with 
the standards established earlier. There Is usually a difference in the performance 
levels and the standards. The deviation from the standard has to be assessed and 
analysed to find the causes 

Management by Exception 

Managerial attention needs to be directed to the exceptions rather than controlling 
all activities If you try to control everything you may end up controlling nothing 

Taking Corrective Action 

There are three actions a manager may take after comparing actual performance 
with the standard. Let the situation remain as it is, correct the deviation by improving 
performance, revise the standards set earlier. The corrective action is under taken 
by those in authority Where significant deviations occur and huge losses in terms 
of money and reputation of the organisation are involved serious action should be 
considered. 

Short Answer Type Questions 

1. ‘'Controlling is a continuous activity in an organisation.” Explain 

2. How does controlling help in achieving objectives and improving employees' 
performance 

3. How does controlling help in maintaining and improving quality Explain with 
a suitable example. 

4 “Planning and controlling are mutually interrelated and interdependent 
activities" How? 

5. “If you try to control everything you may end up controlling nothing." Explain. 

Essay Type Questions 

1. “Comparing the actual performance with the laid standards, finding out the 
deviations and taking corrective achon is an important process of a function of 
management”. Name and explain the process. 

2. Which function of management ensures work accomplishment according to 
plans? Name and explain the importance of the function. 

3. There are two managers Rahim and Pankaj. Rahim is saying that ‘controlling is 
forward looking 1 whereas according to Pankaj controlling is looking back. Who 
is correct? Explain why? 




